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The Commission appointed to inquire into the 
present position of cooperatives in the matter of 
income and excess profits tax, organization and 
business methods and operations, and the compara- 
tive position of persons engaged in business 
directly competitive therewith, met in Ottawa, 
on Thursday, May 3, 1945. 


The Hon, Mr, Justice ERROL M, McDOUGALL, Chairman 


B. N. ARNASON 

Gh fet i Commissioners 
Je M, NADEAU 

Je Jy VAUGHAN 


Bugene T. Parker, K.C. Counsel 
Major H. D. Woods Associate 
J, Avy Cheapdelaane Registrars 
Colonel G. W, Ross Executive 
Secretary 
APPEARANCES: 
fy eueery Ket. United Grain Growers Linited 
Hy ues a ae : 7" 


; i} 
J. Eh, Sreownioe " ti " 


) 

Cecil Lamont North-West Line Elevators 

We Py Fillmore iy ‘I i" ‘| 
) 


W. B, Francis Group of Cooperative 
A 


ssociations 


hie ae ‘i 


‘ 


oes es wes ie iz . oe sli. 


ie : eer sy re 
; ba Sepia ; . ‘Su ' ” 
. Bid 2 stem Peg ba - Te r a ¢* : 
Ps - 7 ; " : 7 oc ese © . i 
i : | @ 


ede reteg), & - " AY if “ 
on 7 ; ( an 


rs 


; - 7" 
6 ; | : iene 
1 f 1} 
/ 7 
Te : 
tl in a4 
, Vie tS 
ee = 7 Beles a. ey * . 
ra I 
' 


, ; " 7 ‘ + = : _ i. 
PET ies ama ema a 2 Lae 


; | | § ) s : oa ees BK) rs we = : 
er: haa Sk SEs f train at SLAM Sie okt ds a ys 


i. Nae iy = ; F a | 
! ru hig 2 is a pats ae ae vi rT , y - 
’ Vw bate : iy i 4 i) 1 OY pe { = YOCSh ee +e 7 7 
es a, t rote h n Ae al 7 ~ a alec, n 
| eee he 
: " een ee ay i te f ul 
e avy Po i : ‘ Nes * te: ee ee, ae A, 7 a ou ; ; 
ee ae ft roa heges foe A a 1a | a a \ te Et : 
ORT ot) MA ge peal OE nr i Ww 


AT Ess 0 r a ‘ es 4a ¢ Bye: > D . af a el he By vee ad r A a y - he 
an) eae ie ‘ a MEdew i i he : . | a : | foes mine oo \ al! W 1 ‘ 


be 7 eli e pps rr il Lies 


= . 
+s) \ i‘ +. i 
aa ' 
me ’ by 
- 
i 
© Ma: 7 e 
aan Sy Loe 
ceras 
‘ : 2 Sa a -_ 
om e we — 
i U -~< 
‘ * ; } ¥ \ me 
a Ce | i : ait 
¥ 
~< + * 
j ' na ~ — 
ps 1 ; 1 & < 
A ey i yt 
;. ¢ 
t 
i ~ 
rt uf ny es 
Ro 
; I s ) Wek ji ia F 
ha = ~ M. ‘ 4 1 ‘a Jt 
al 
Reale " * 
" 
ir = 
‘ & : 1 ] 15 j 
| i b ww 7 1 ' D H f 
fe Ti \ M 
1 : e | &) 
’ 
' 
+ 


Al 


~7591- 
Ottawa, 
Thursday, 
May oy 1945. 


The Commission met at 10 a.m., Mr. Justice 


McDougall presiding. 


MR, PARKER: There are only two matters left to be 
dealt with, Mr. Chairman. One is a brief filed by the 
International Co-operative Association, which has been ~ 
spoken to a number of times, and my instructions now are 
that no one wishes to speak to it at length. It is desired 
to have the necessary documents filed so that they will be 
on record and let the matter go at that. 

THE CHAIRMAN: Have you anything to say, Mr, Francis? 

MR. FRANCIS: This submission was made on behalf of 
three associations, the National Co-operatives Incorporated, 
the National Farm Machinery Co-operatives Incorporated and 
the International Lumbermen's Association Limited, In the 
evidence before the Commission reference has been made to 
the membership of two of these organizations, In the 
evidence of Mr. MacKay in Saskatchewan reference was made 
to National Co-operatives Incorporated and National Farm 
Machinery, and also in the evidence of lee Seots. an, Toronto, 
In the submission made by the Canadian Lumbermen's Assoc- 
jation reference was made to the Tnternational Lumbermen's 


Association Limited and it was partly because of these 


roferences that it was deemed advisable by this group to 


forward a memorandum some time ago. The Submission was 
filed some time ago and is in two parts, First there was 
2 memorandum giving the method of organization and the 
tax privileges that are given in the United States, and 
the other part was a supplement dealing with American 


decisions. The relevant American decisions were gathered 


together and forwarded to you ana that may be of some 
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value to you. However, with regard to the celine oF 
witnesses, we felt that perhaps there are sufficient problems 
on this side of the boundary to keep the Commission busy 
without asking thom to undertake the work of studying the 
details of international matters, We therefore propose to 
let the matter rest as it is at the moment. We hope that 
the memorandum on the law will be of some assistance to the 
Commission. With regard to the other statement, it simply 
rounds out the picture and gives certain information, 
affording a background for the evidence that is already be- 
fore the Commission, 

THE CHAIRMAN: The brief, then, is submitted -- 

MR, FRANCIS: But not read. 

MR, PARKER: That being disposed of, Mr. Chairman, we 
arrive at the concluding chapter of this story. Mr. Good, 
the president of the National Co-operative Union, is here. 
You will recall that at the Ottawa session held in February 
Mr, Good presented a brief of some length and Mr. Grosch 
asked him some questions then primarily for the reason, as 
he stated, that he would not be able to be here at this 
time, It was Habart ced then that Mr, Good would stand 
aside and that any examination on the main brief would take 
place on this occasion. At the same time, he has filed a 
supplementary brief dealing with certain aspects of the 
movement. I do not know whether it is the desire or one 
Commission to have that supplementary prief read. My own 
view of the matter is that, unless some good reason is shown 
why it should be read now, it be taken 4s read, It does not 
deal to any great extent with facts but rather with argu- 
ments and theories, In addition to that, it is understood 
that Mr. Good will at this stage be prepared to submit 


certain definite, concrete recommendations. My suggestion 
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is that we proceed by having Mr. Good take the stand and 
dispose of the supplementary brief, in such manner as may 
be determined, and then submit his recommendations, and 
thereafter he can make himself available for questioning on 
bie tdi. breiler, 

THE CHAIRMAN: Would it not be better, Mr, Parker, to 
dispose of the other brief first and conclude Mr, Good's 
‘examination on that. Then we could proceed with the sup- 
plementary brief and the recommendations, 

Mio PARKERS “That suite mes Mr. Chairman, 

THR CHAIRMAN: It seems to me that if Mr, Good com- 
pleted his submission made at the earlier hearing, and if 
the examination of him, which was not completed at the time 
we then adjourned, were proceeded with now, taking his 
Supplementary brief and the recommendations afterwards, 
that would be the best order of business. I should think 
we ought to dispose first, completely, of the main brief. 

MR, FRANCIS: I think there would be less confusion 
tf we did that, Mr. Chairman, 

THE CHAIRMAN: It can be noted by the reporter, then, 
that this is a continuation of the examination which was 
suspended in February. That would be the most satisfactory 
method of procedure, 

MR. PARKER: Very good, Mr, Chairman. Perhaps I should 
supplement what I have already stated with this remark, In 
the interval Mr. Good has filed with the Registrar certain 
exhibits which he informs me this morning are referred to 
in his original brief. I assume that is so. Whether they 
are here or not, I do not know; this is‘the first intimation 
I have had that they were filed. Perhaps Mr, Good has copies 


of them, if there are such exhibits referred to in his prief, 
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and they could be incorporated in the submission. I do not 
know whether the Commission has seen these exhibits. 

MR. GOOD: May I make a statement regarding that, 

Mr, Chairman? The exhibits were referred to by me when I 
presented the introductory brief. They have been filed since, 
ten copies of each, and all I wanted to do this morning, if 
you would permit me, was to make a brief reference to them, 

T will not use any of the material in them at all,. It is 

not necessary to refer to them in the further examination of 
the introductory brief unless some of the Commissioners desire 
to ask questions about them, I regret that the members of 

the Commission have not seen these exhibits, but they are 
available for study. 

THE CHAIRMAN: I understand, Mr. Parker, that the manner 
in which you propose to proceed now is that Mr, Good will go 
on to complete the other brief, and we will take up the 
supplementary brief after he has disposed of that. 

MR, PARKER: These exhibits to which I refer relate to 
the introductory brief. Mr, Good says they will not be re- 
ferred to now, 

MR. FILLMORE: Mr, Chairman, as we have not seen the 
Supplementary brief I would like to have a copy Ott An 
the meantime and also a list of the exhibits so that we may 
know what they are. 

THE CHAIRMAN: I have no doubt Mr. Macdonald will be 
able to supply you with copies. 

MR. A. B, MACDONALD: They were distributed fairly F 
widely this morning, Mr, Chairman, 

THR CHAIRMAN: You can tell Mr, Fillmore what they are. 


MR, FRANCIS: We will supply them to Mr, Fillmore, 
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The Co-operative Union of Canada 


We Cs GOOD, 
President, The Co-operative 
Union of Canada, examination 


continued from February, 
Ottawa hearing, 


Mie Fhinens This, Mr. “Chairmen, is & continustion “of 
bho Serine On the original pbrier presented "py ihe, Good 
some weeks ago and I now propose to ask Mr. Good some 
questions on that brief. 

TH Witthoo: try Chairman, (may "i refer pererily to the 
exhibits, just by way of explanation, before this examination 
is proceeded with. The first exhibit consists of certain 
figures compiled from the records of the British movement 
referring to employment in the cooperative movement. This 
hes poen Cilec, 

BY MR. PARKER: 

Q. Prepared by whom? A. By Mr. George Keen, 
secretary of our national union, from the records, 

Q. Is he here to explain how they were prepared? 

A. No. 

Q. What authority have you for presenting this paper, 
which may have been picked out of the garbage can, so far 
as the Commission is concerned. I do not say that it was, 
but how do we know that it has any authority. A, Mr,Keen 
is not here. If he were he would refer to the documents, 
but this has been compiled from official documents, 

Q. But he is not here? A... No, and persona liye 
cannot certify to them, 

Q.. That 1s Nojl. What is the next? A.» dhe next 1s 
some figures compiled by Mr. Murray Lincoln, president of 


the Co-operative League of the United States, on the effect 
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of cooperative competition on the prices of certain articles 
which farmers buy in the United States, 

Q. Did he prepare it at your request? Ae Lhe has 
been more or less public property for two years, 

Q. Where did you get 1t? A. From Mr. Murray Lincoln. 
We have the original of his letter and as far as I can see he 
is responsible for it. He is not here, however, but he 
occupies a responsible position, 

THE CHAIRMAN: It is a misnomer to call them exhibits, 
They are authorities, just as if you filed a statement from 
a case or a well known book. They are not exhibits, however. 

THE WITNESS: Pardon me, my Lord, for my ignorance, I 
was not familiar with the terminology. 

BY MR. PARKER: 

Q. AS long as we understand that, so that we shall 
know just where we stand. We just want to know what their 
Va LUue—18% 

THE CHAIRMAN: They are not exhibits but authorities. 

THE WITNESS: The next consists of some figures and 
comments from Mr. R, A, Palmer, secretary of the British 
Co-operative Union, on the effect of cooperative competition 
on.the prices of certain commodities in various countries 
in Hurope. He is acting secretary of the International Co- 
operative Alliance, We have his signed letter, However, 
that is where it comes from, 

BY MR. PARKER: 

Q. How does it happen to be here? Did you write to 
him? A. Yes, we did. We asked him if he could furnish us 
with that information, 

Q. And this is the answer? A. Yes, As far as 


Mr, Lincoln is concerned, we also wrote to him. We knew 
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of these figures but we wrote to him for a copy of then, 
We wanted the figures he had been using and which had been 
published, and so we have his letter, 

THE CHAIRMAN: That is accepted as informative only, 
no witness being here for examination. 

MR, FILLMORE: The value of these figures might depend 
on whether the cooperatives are tax-free in that jurisdiction. 

THE CHAIRMAN: The figures are purely informative; that 
(ae ea we 

BY MR. PARKER? 

ay oo vnow Tatthe Text Al ~The next- and lest 12 a. copy 
of an address delivered last October in Chicago, which address 
I heard, by Judge Arnold, who used to be the head of the 
anti-trust division in the Attorney General's department 
of the United States, 

Q. What is he now? A. He is a judge of one: -of the 
superior courts in the United States and he gave an address 
in Chicago dealing with the significance and effects of -- 

Q. If that is a copy of the address it will speak for 
itself. ie (ves, Lu dealsa with =- 

Ge Lb speaks Tor iuselt. RL Very wall. (Loria aot 
describe it further. That is all. I just wanted to make a 
brief reference to these documents which are filed for the 
information of the Commission. 

Q. Is that all you wish to say about them? A, That 
18 e172, thank you. 

Q. Now let us begin by clearing the ground a Lt Heo 
that we may see on whose behalf you are appearing. Your 
official position is president of the National Co-operative 
Union? A. Well, the Cooperative Union of Canada, which is 


the official title. 
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Q. I may be repeating some questions that have been 
asked before, because it is some little time since this 
brief received my attention. Is this organization an in- 
corporated body? Rel. SAMO incorporated. 

Q. I believe it is in process of being incorporated? 
A. No. It is in process of reorganization and consolidation 
on the basis of provincial sections. Hitherto it has been 
a union of individual cooperatives throughout Canada and now 
it is being reorganized on a new basis... 

Q@. Is it being reorganized under statute or by 
voluntary action? A, By voluntary action on the part of 
Canadian cooperatives, 

Q@, On the part of provincial cooperatives? A UO) you 
wish me to describe the structure? 

Q. No. Just answer that question, if you please, 

The proposal you have in mind is to set up this organization 
by having the provincial cooperatives come together, 18 
that correct? AS Mey Ll explain 10 in this’way. 1 think 
4t will be as concise as any answer I can give would be. In 
the original structure, there was one union with individual 
members, each member being a cooperative association, In 
the new structure the national union will be a federation 

of provincial unions, 

Q, That is what I asked you, if it was to be a coming 
together of provincial unions? A. Yes; that is right. 

Q. And it is to be a purely voluntary coming together? 
A, Theat is correct, 

@. How far has that proceeded? How many provincial 
unions have definitely indicated willingness or a desire to 
come into the national union? A, British Columbia has 


been organized as a section of the union for about a year 
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approximately. Saskatchewan has been functioning for 

some four years, Ontario is organized now on a provisional 
pasis as a section of the union, with a finalizing meeting 
called for early in June. Nova Scotia is organized and so 
is Prince Edward Island. Quebec has had an organization for 
some little time, the superior council which, although it 
has not yet formally become the Quebec sedtion ef tho union, 
will be a section, I expect, in the not distant future. 
With regard to New Brunswick, steps are being taken to bring 
the matter to a head this summer, In Alberta the subject 
has been under discussion for some time but as yet no pro- 
yineial union has been formed. In Manitoba the situation is 
somewhat the same, So that with the exception of Alberta 
and Manitoba, the provincial sections are either definitely 
organized and functioning or they are in process of organ- 
ization. 

Q. My question was directed to ascertain how many of 
the nine provincial organizations have definitely committed 
themselves as being desirous of coming into this national 
union? A. Seven of the nine have been organized -- ali 
that have been organized. 

Q. I asked you how many and you have told us seven. 
Can you not stop there for a moment like a good soul, Now, 
when you speak of being organized as a section, what do you 
ere How is the national union to function? Aigo thas 
would involve the new constitution of the Co-operative Union 
of Canada, 

Q. Has the constitution been prepared? A, TG a3 

0... Havesyou ay copy cf.it? A‘. Not dnvthis rooms but 
I have it in the hotel. 


Q. Has it been approved by the seven provincial bodies? 
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A, It cannot be approved by the provincial bodies, They 
adopt their own constitutions. The national constitution 
will have to be approved by a national meeting which is 
scheduled for this fall. 

Q. Iam asking you if the national constitution, as 
drafted, has been approved in any way by any of the in- 
dividual provincial organizations who are about to join 
the national? A, ZL would say yes, definitely. 

Q. How many of them? A, In so far as the provincial 
unions have any power to approve, it has been approved by 
the seven, 

Q. You filed this brief some months ago. Can you tell 
me as briefly as possible on whose behalf you have authority 
to speak. Whose spokesman are you? Before you answer, let 
me make clear exactly what [I am after. AS you know, we have 
heard from a great many cooperative institutions across the 
country, large and small, producer and consumer and a com- 
bination of the two, representing a great many thousands 
and hundreds of thousands of individuals. Can you give me 
the number approximately of the people on whose behalf you 
are prepared, and have authority, to speak this morning? 

A, I think I shall have to answer the question in this way. 
Apout a year ago a national conference of cooperatives was 
convened in the city of Winnipeg, and so far as my 
recollection goes -- I have not the exact roll call with 

me -- it was representative of practically all parts of 
Canada from British Columbia to the maritimes, The 
attendance was approximately 50, 50 representative co- 
operatives from all over Canada, and as a result of that 
certain action was decided upon which eventually Ted’ tO a 


number of other national conferences and led to the 
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preparation of this introductory brief. 

Gee Fardem Ime Lor interrupting you, Mr. Good, but you 
see the position, If I am going to ask you questions that 
Gan be answered directly and you are going to take tive 
minutes or more to answer each question, covering two or 
three pages, we shall never get through. Can you not 
Shorten 1%? The question was, approximately how many, and 
what groups, are you representing to-day? I do not want 
the history of the movement at the moment, or references to 
various meetings, ¥ am not interested in that just now. 
Can you not tell me approximately the number of people whom 
you represent? A, 1 can, ceive, an estimate, 

Q. You started to tell me about meetings in Winnipeg. 
Can you not tell me how many people you represent? A. I 
would say this brief represents at least 75 per cent. of the 
Canadian cooperatives, 

Q,. For instance, you are going to submit later in the 
day certain recommendations -- Lan ge si 

Q. Do I understand that when you come to that part of 
your story you are able to speak on behalf of that same 
75 per cent? A, Yes, and perhaps more. 

Q, I want to know whether you have authority to speak 
on behalf of the Saskatchewan pools, Is that included? 

A, I wonder if I might -- 

Q. Be good enough to answer that question, Are you 
speaking on their behalf? A. I intended to explain on 
whose behalf I am speaking this afternoon, 

Q. Is there any reason why that question cannot be 
answered? How many people are there on whose pehalf you 
are speaking? Either you are speaking on pehaif of a 


certain number of people.or you are not. Whieh is 407 
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Can you not answer that question? feo ary a OTE LOL tL o 
answer it yes or no without being misundorstood, 

Q. I am not asking you to answer the question yes or 
no, I am asking you now whether you represent the Saskatchewan 
Wheat Pool? A. Those of the Saskatchewan Wheat Pool of- 
ficials who participated in our discussion of these recom- 
mendations did agree, It has not been possible to refer 
these recommendations to all the membership of all cooperatives 
all over Canada, but as far as the officials are concerned, I 
think I can assure you that, as far as Saskatchewan is con- 
cerned, there has been concurrence, | 

Q. With that explanation, is it clear that you are here 
to-day with authority to speak, in respect of the questions 
which I put to you, on behalf of the Saskatchewan Pool? You 
either are or you are not, A, No. I am not empowered 
Specifically to speak on all matters on behalf of the Sas- 
katchewan Co-operative Producers, 

Q. Are you authorized to speak on their behalf with 
respect to the specific recommendations? | Ae at ak tam. 

Q. Do you know whether you are? Ay. Bf PerA28) } ean 
ascertain, 

Q, 18 there: any doubt apout it?) Aj.) Noteasi farras 
the officials are concerned. 

Q. How did they give you authority? A. By word of 
mouth, 

Q. Who gave it to you? A. We shall have to have 
Mr. Wesson back. 

Q. No, You do not have to have Mr, Wesson back. 

A. There were some representatives. Mr. Wesson and Mr,Milliken 
have expressed concurrence. 


Q. Did they authorize you to appear as their spokesman 
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on this question of specific recommendations? A, Yes, 
certainly, 

Q. Did the Alberta Pool do the same? Ae would 
prefer not to answer that question, 

Q. iI prefer that you do, unless there is some good 
reason why you cannot, 

MR. FRANCIS: Mr, Good has stated that Alberta and 
Manitoba have not yet organized unions and he does not pro- 
pose to speak for the unions of those provinces becausce 
there are no unions, 

MR, PARKER: I am talking about the Alberta Pool, 

THE CHAIRMAN: The answer is in the negative: "I pre- 
fer not to answer", 

BY MR. PARKER; 

Q. What about Manitoba then? A, I think that in 
regard to Alberta I should say this, that in so far as any 
of the officials of the Alberta Wheat Pool were competent 
to commit their membership they expressed concurrence. 

Q. What about Manitoba? A. The situation is the 
same in Manitoba. 

MR. VAUGHAN: What about the grain growers? 

THE WITNESS: They did not officially participate in 
our meeting. 

MR, STEER: And are not members of your organization, 

THE WITNESS: Not at the present time. 

MR, STEER: And for a long time back. | 

THE WITNESS: Since the year 1929. 

BY MR, PARKER: 

Q. Let us take them all together. As you know, we have 

had cooperative societies of one kind and another, starting 


in the west with the Fraser Valley people? A, The milk 
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producers, yes. 

Q. And the big dairy pools of the western provinces, 
the fruit growers in British Columbia and Nova Scotia, the 
wool growers, and so on, all across the country. Are you 
here to-day to speak on their behalf? Are they all included 
in the recommendations, speaking generally? ay ein regard 
to the Fraser Valley milk producers, I am not sure whether 
they are in the British Columbia anion orinot, I-would not 
be certain of that. 

BY MR, NADEAU: 

Q, While we are on this point, do you represent also 
the credit unions? A. The credit union situation is a 
little different, Mr, Nadeau. They have been operating very 
largely under provincial leagues, and these provincial leagues 
are either members or potential members of the provincial 
unions, But the credit union movement of Canada as 4 whole 
has not yet officiaily linked up with the national union. 

Q@. And is it the same in regard to the mutual fire 
insurance companies? A, Yes, very much the same with 
respect to the mutual fire insurance companies, 

Q@. They do not-coneur in your proposed recommendations? 
A, Iam not sure about the credit unions, but they have not 
peen officially consulted. 

BY MR, PARKER: 

Q. I put them all together, You started to tell us 
something about the Fraser Valley milk producers, What about 
all the rest -- the dairy pools, the fruit growers, the wool 
growers and so forth? Are you speaking on behalf of all 
the se? epee Mir iicult wo understand exactly what 
4s meant by the term “on behalf of". I believe I am; but 


probably at this particular stage in our organization without 
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their official commitment and endorsation -- 

THE CHAIRMAN: What you mean is that in so far as they 
are in the provincial organizations you represent them? 

THE WITNESS: Yes. I think it should be said, however, 
Mr, Chairman, that in a voluntary union of this sort any 
member is at liberty to dissent on any particular point, If 
it is a minor point the right of dissent is taken for granted. 
Pommneat -extentrit sists, I°do not know, but 1 think. to.a 
very slight extent. 

BY MR, PARKER: 

Q@. What I am getting at is this, Let. us assume that 
this CommisBion in due course makes certain recommendations 
to the government, and let us assume further for the sake of 
argument that these recommendations are substantially what 
you are going to suggest. I want the Commission to be in a 
position to say that in making such recommendations eG nas 
the support of such and such a section of the people affected, 
or that it has not the support of those people. I want that 
in a concrete manner,so that in any recommendation that may be 
made, either in favour of your proposals or against then, 
4t can be made clear what sections of people desire to have 
such recommendations put into effect and what sections do 
not, You see what I am driving at. Can you clarity 
that? A, Mr. Parker, the Co-operative Union of Canada is 
the only national cooperative organization existing at the 
moment and the only one that has existed for several decades, 
It is impossible to certify that any pronouncement of the 
majority of those inside the union would be acceded to or 
agreed to by everyone of the very many thousands of co- 


operatives in Canada, I could tell you about. concurrence in 
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respect of these recommendations, and in fact I intend to do 
that this afternoon or whenever these recommendations are 
made. 

BY MR, ARNASON: 

Q. Is the cooperative union a member of the International 
Co-operative Alliance? fe) oak S ama. ha Speen Or me ny 
years, 

BY MR, PARKER: 

Q, That is what bothers me even yet. This national 
cooperative union, I understood, was only in process Or being 
born, Poo ne enol an alee Po hes existed 1 

Q! It is a reorganization? Ae It has existed since 
1909. 

SieaGes! Us Come -LO he <bniet., In the latter part of 
the second paragraph you say: "And those who have followed 
the history of the movement since that time know that every 
genuine cooperative that has been devised and launched has 
been for the purpose of serving more adequately the needs of 
pe OP 165.4 wel am calling attention to the word "genuine" there. 
Is the Commission to infer from that statement that there 
are in this country a lot of what we have heard termed so- 
called cooperatives, which are not genuine cooperatives? 

A, I would not say a lot, but I know of some. 

Q. Quite a number? Give us some idea. fa tous) 
not say there are very many. Tt all depends on how you 
define genuine. 


Q That is what I want to direct your attention to, 


wwe Go ys BaP OR mm 
Oe iste momenc. ! You. anc 1 will have to get on some 
common basis or we shall be here for the rest of the week. 


You make a distinction in your brief between cooperatives, 
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because you speak of "genuine" cooperatives, I assume 
therefore there is some other kind that is not genuine, which 
you have in mind. Will you please make the distinction clear? 
Ay Lave Lie mine "one that £-coulartell you about, 

Q. Be good enough to distinguish Het yeon those that 
avo. Penulne “and those that are nov, You ‘say there are’ one 
or two in the country that are not genuine. I will not ask 
for names, but I should like ‘to get from you a statement of 
what constitutes a genuine cooperative, as that term is used 
Lie otis “OPvet s me rethat will oe snawered in our recon 
mendations, 

Q. But’ IT wish to have the question answered now, if 
you do not mind. Bn ie Ma weaver in he) deri tion or 
hao pera tae" as the national movement regards cooperatives 
and I would have to give the definition that is incorporated 
in our recommendations, 

Q. We have been put off from week to week and month to 
month, and I thought that to-day we would finally get to the 
point where you would be in a position to give us the dis- 
tinetion, A. Why should we enter into that before the 
recommendations are submitted, 

Q. If the Chairman tells me that I should desist I will 
do so, but I am asking you now to make the distinction be- 
tween cooperatives that are genuine and those that are not. 
A. Mr. Chairman, if I may appeal to you, that is answered 
to the best of our ability in the recommendations, and that 
will come on in due course. If it is held over to that time 
I shall be prepared to answer the question as fully as 1 can. 

Q. Will you be better prepared to answer the question 


this afternoon than you are now? 
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THE CHAIRMAN: I presume Mr, Good is anxious to pre- 

Serve the continuity of the brief. 
BY MR. PARKER: 

Qe It would assist me in the conduct of the examin- 
Stion 1f © could get from you now, Mr. Good, an connection 
with my examination on the introductory brief, a statement 
making clear that distinction. However, I 4m in the hands 
of the Commission. A, I would very much prefer that it 
be postponed, 

Q, Can you give some logical reason why the answer 
to that question should be postponed? A) Ei orders to 
preserve the continuity of the presentation, I think the 
understanding was that the recommendations would be made at 
the end and I am prepared to make those recommendations at 
that time. 

Q, Iam not asking you about recommendations, ian 
trying to understand this brief, A. The recommendations 
incorporate a definition of what we regard as a true co- 
operative. 

Oo. “but air order Ho carry through the priser Pf would 
like to know what you start off with. 

THE CHAIRMAN: I think the point is well taken, 

Mr, Parker. Mr. Good will deal with that point when we 
come to the recommendations. 
BY MR, PARKER: 

Q. You say further: "And it is surely significant 
that within the short space of a century the tiny seed has 
grown into a mighty tree, bearing fruit for tho healing of 
the nations and sheltering under its branches one-fourth 


of the human race," 
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That is a pretty broad statement, Can you tell me on what 
authority you make that statement? A. That statement was 
made on the authority of statistics of the International 


Co-operative Alliance, 
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Q. Have you any knowledge of how many cooperatives 
there are in British: India? Aw Ie have> no personal 
knowledge at the moment. 

Oa) ODM ohina. A. There are a great many, yes; 
there are a great many indeed, tens of thousands of 
them. 

Ceo Meter arcmuniredsser millions. of people in 
India and China. A. I could secure for you the statis- 
tics of the International Co-operative Alliance. 

Q@. We come now to page two where you make reference 
to the Hot Springs conference, which has been referred 
to. At that conference the following recommendation was 
made; 

"That all countries study the possibility of the 
further establishment of producer and consumer co- 
operativeySocietics! ins orderyto render necessary 
production, marketing, finance and other ser- 
vices 

You know what I am referring to. A. TYes; Tao, 

Q. Was anything said at that time; was there any- 
thing peubeiien jin the recommendations to the effect that 
cooperative societies should be assisted by way of taxa- 
tion exemption? A. Unless by inference or implication 
in those words. 

Q. Do you read that as a recommendation that they 
should receive taxation exemption of the kind that has 
been in discussion before this Commission? A. "The 
word “exemption” --- 

Q. Would you be kind enough to answer my question. 


AGL bee yours pardon? 


Q. Would you be kind enough to answer my question. 
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A. I wish you would let me answer it in my own way. 

Q. I would be glad to let you answer it in your own 
way if you would only answer it without making these 
long statements. A. Your question is as to whether 
or not there is an implication in this recommendation 
from Hot Springs to the effect that governments ought to 
give special privileges to --- 

Q. No, that is not what I asked you at all. 

A. That is implied in the word ‘exempt? 

Q. I was asking you if there is anything to suggest 
thay, “and dituso what? LL Deimizne peninferredy wou sy, 
snonet saying that Diviss: (it might be inferred; but I do 
not like the use of the word “*exemption”" because ‘eons 
plies more than we have ever asked for. 

Q. Iwas going to follow that up with my very next 
question. Do you know of any authority in the coopera-~ 
tives anywhere who have demanded that they are of such 
a nature that they ought to receive taxation exemption 
from their various governments? A. There are a great 
many people who believe that the special social Ssignifi- 
cance of cooperatives entitled them to special considera- 
tion at the hands of the government. 

Q. Do you consider that an answer to my question? 
feo cd think 30. 

Q. Iam asking you if there is any authority 
in the cooperatives anywhere who advocate that the co- 
operatives should receive taxation exemption by way of 
assistance in order to help them to carry on their work. 
A. I could not answer the question without having s ome 
understanding as to what is meant by “taxation exemption”. 
We have always objected --- 


Q. You do not understand what I am saying when I 
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put that question. Hee NOG LO. WO te 

Q. All right, if you do not understand the question, 
do not answer it. A. Wwe will have to come to some 
understanding as to what is meant by that. 

Q. I cannot make it any plainer; if you cannot 
understand that, I am helpless. &. I would say taxation 
immunity. 

Q. You have not read among the authorities on oo- 
operatives the statements to the effect that the very last 
thing cooperatives want is taxation exemption, that Mes 
they could not stand on their own feet there was something 
wrong, or words to that effect. he oop do (ae know “OL 
any cooperative authority that has ever asked for anything 
in the way of special privilege. 

Q. That is the converse to what I was asking you. 

IT was asking you what you had seen, not what you had not 
seen. A, Your question --- 

Q. Just a moment. My question was if you had seen 
statements by authorities on cooperatives to the effect 
that they did not want taxation exemption. A. cCertain- 
ly, I have seen many of them. 

Q. Why did not you answer that when I asked it the 
first time instead of making a speech? A. Taxation 
exemption implies a good deal. 

Q. It might imply something to you, and something 
different to me. A. I gave my answer subject to some 
understanding as to what that phrase meant. 

Q. Then the next paragraph on page two reads; 

"Furthermore it is important to bear in mind that co- 
operatives, while in their inception designed to 
benefit certain groups of people, are institutions 


increasingly committed to the public welfare and 
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that the preamble to the recommendations made at the 

Hot Springs conference set forth several specific 

respects in which cooperatives did serve the public 

welfare and were, therefore, entitled to sympathetic 

treatment at the hands of every government purport- 

ing to be democratic." 
Is that a direct quotation, or are the words ‘sympathetic 
treatment™ your own words? A. (he LS motbya quotation 
50, Lan 2s. Knows 4 lothink 2-16. wete i warld: bein 
quotation marks. 

G., [hose are just. your own words. A ihvoes 

Q.- What do you mean by “sympathetic treatment"? Do 
you include in that sympathy manifested in the form of 
taxation exemption or not? As IT object, Mr. Ghairman, 
to the use of this phrases "taxation exemption" because 
Of Lie implications. 

THE CHAIRMAN: Taxation exception. 

THE WITNESS: Immunity from taxation. 

THE CHAIRMAN: Statutory immunity from taxation. 

tHe WLINESS* » Lt 11S dmmunity from taxations, not:-a11 
taxation, but immunity from income or profits taxation. 
That is all we mean in regard to sympathetic treatment 
at the hands of governments. It seems to me that from 
time to time every government has, for reasons which 
seemed to fit the case, assisted in the development of 
various groups and sometimes of very large classes of 
individuals who were in need. I believe that a very 
strong argument could be advanced presently in favour 
of very definite encouragement of cooperatives at the 
hands of governments. I amnot making a plea for any- 
thing in the way of financial subsidies, but I do be- 


lieve, I honestly believe that a strong argument in 
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that direction could be advanced. 
BY MR. PARKER: 

Q@. Let us go to page three where we come across the 
very troublesome word we started out with, that is, 
tprofits". On page three of the brief you endeavour to 
clear the ground in this connection. I must confess that 
Lteis mot particularly clear to mée;h1t is not particuiarly 
clear to my befuddled mind as to just what it is. Can 
you add anything to what is in your brief as to what just 
profits are, or is that as far‘as you care to go? pA ae a 
the accounting practices of cooperatives the usual term- 
inology has been used. The phrases “gross profits and 
Met profits" are in current usage. The cooperator does 
not interpret those phrases in the same way as a joint 
stock company shareholder and unless we get a new term 
we are always liable to confusion by reason of using some 
term which may mean two different things. There are 
Similarities and there are differences, just as you know 
that there are similarities between the ordinary joint 
stock company andthe cooperative. So far as taxation 


is concerned the question arises as to whether the 


' Similarities are the important thing, or the differences. 


I do not know whether I can illuminate it any more than 
to say that we are in difficulties in regard to using the 
term. 

Q. I was just wondering whether you could make it 
any clearer than you have in your brief. Now we will 
go to the bottom of page three where you speak about. the 
purpose. This has been troubling us; this has been 
troubling me, at any rate. Do you suggest that the pur- 
pose which the members of a cooperative have in mind 


when they organize their business and carry on, should 
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be looked at in order to ascertain whether or not the co- 
operatives are making profits in their business transac- 
tions, or do you say that the purpose of carrying on the 
business cannot possibly have anything to do with the 
question of whether or not profits should result from 
them, or savings, as the case may be? Aw “IU Gbink > oe 
purpose is entirely relevant because it carries with it 

a fundamental distinction. The general argument of co- 
operatives in respect to profits or income is that the 
cooperative as such has neither. JI speak now, of 
course, of strictly member business. Now then, if in the 
cooperative's balance sheet or in the operating statement 
the words ‘net profits" are used, they do not signify 

the same thing to the cooperator as they do to the share- 
holder of a joint stock company. They signify something 
entirely different. 

Os “in Cther words, you take the ground that the 
purpose or the intention --- A. I think it is entirely 
relevant. 

O.. (A Teenie. A. If you will examine the words 
that follow, "to give service to its members at cost." 

Q. Supposing that is their intention, but they do 
not carry it out, would the intention override the actual 
result? A. If the purpose has not been fulfilled in 
the cooperative, if it has not done what it set out to 
do, then of course it is open to criticism. 

Qe Not only open to criticism, we must look at the 
facts to see whether in fact they did that. hse GL 

think we certainly should examine whether or not the 
purpose has been attained. 


BY THE CHAIRMAN: 
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Q. Must the tax gatherer interpret the word "profits: 
from the point of view of the cooperative or from the 
point of view of the ordinary joint stock company? Must 
he adopt the cooperative's view of the word "profits"? 
A. WNotnecessarily, no, T think it may be up to the 
officials or to parliament who set up the tax gathering 
machinery to make a distinction arising out of the dif- 
ferent purposes, but I think --- 

Oe chs ate tier of fact, does not thab distinction 
already exist? A. To some extent it does, yes, and 
has from the very beginning. Perhaps I may be permitted 
to refer to one part of the Income war Tax Act where you 
will find a whole list of exempted incomes. There is a 
reason behind those exemptions. For the most part I 
think those are organizations, which have no taxable 
income or profit and no income or profit within the 
meaning of the Act. 

Q. You say that this is merely clarifying the law 
as it already exists. A. It seems to me that the non- 
profit organizations are automatically, if you Tike. “ox 
inevitably exempted from taxation, not because they want 
any special privilege but because they have nothing to 
tax within the meaning of the Act. 

Q. Then getting down to cases, section 4 (Ff) is 
entirely unnecessary. A. We never had any satisfac- 
tion out of section 4 (p), and nobody has. It may be 
argued that it is not necessary, but it does attempt to 
set up a definition of cooperatives. You see, there 
has always been difficulty in distinguishing between 
organizations that are strictly non-profit and those 
that are partly non-profit and those that are wholly 


otherwise. So far as I can see section 4 (p), which 
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as a matter of fact was taken from the American law and 
Puve into Ouray Nas oo UGS chiel purpose thé giving to 

the taxing authorities of some way to distinguish in this 
field of cooperatives, which includes a great many types 
of organizations, what are the distinguishing characteris- 
tics of cooperatives. Ut 15 extremely inadequate and 
very ambiguous, as everybody knows. 

Q.- i propose to ask you later when you come to 
VOuRsOUGer Uriel Avhaw are the principles of the coopera- 
tives. A. Very well. 

BY MR. PARKER: 

@s Aamoment ago you relierred to the fact, that the 
Income War Tax Act gave certain types of exemptions and 
that the subsections of section 4 (a) to (p) were based 
on the idea that there was no income. A. Theat Ls 
right. 

Q. Let us examine those subsections for a minute. 
Subsection (a) refers to the income of the Governor Gen- 
eral of Canada. Do you think that that is literally a 
true exemption or is it because he has no income? 

A. LT really think that one falls outside the general 
class. 

Q. Take the next one, (b) which refers to the income 
of officers or officials of a foreign country whose duties 
require them to reside in Canada. You would not think it 
would apply to that type, either, would you? Aw NO. 
that ig in the same class with the Governor General. 

Q. Then, subsection (d) refers to the income of 
any company not less than 90 per cent of the stock or 
capital of which is owned by the province or municipality. 


Do you think it would apply to that one? A«- To some 
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extent, yes. 

Q- You say they do not have an income? Ay You 
can speak of a municipal corporation as having an income. 
Q. They do have an income, and the authorities 

have seen fit to exempt them from income tax. 
A. Whether they have a taxable income is another ques- 
vou Mey a Bes 

Q- I was talking about whether it is exempt. AOL 
would like to refer to most of those further down the 
list where you have a great many organizations. 

Q.- Do you want me to go through them all? I am not 
going to take the time to go through them all, 1 2 
submit that, generally speaking, with the exception of 
certain distinguished persons from abroad and municipal 
organizations --- 

Q.- It will take only a minute to go through them. 

I want to be perfectly fair to you. The next is subsection 
(e) which refers to the income of any religious, charit- 
able, agricultural and educational institution. Then, 
section (f) refers to labour organizations;and subsection 
(g) refers to mutual corporations, such as life insurance 
companies. We have been dealing with that before. gub- 


section (h) covers the income-of societies doing welfare 


work. Subsection (4) covers the income of insurance, 


mortgage and loan associations. Subsection (j) covers 
the income derived from bonds or other securities of the 
Dominion of Canada. Subsection (k) covers the income of 
companies whose business and assets are carried on and 
Situate entirely outside of ganada. subsection (1) 
covers pensions of service men and that sort of thing. 


Subsection (m) refers to the income from foreign ships. 


EF-10 


-—-7619- Mr. Good 


Subsection (n) covers dividends received by one corpora- 
tion from another. Subsection (0) covers dividends re- 
ceived from a foreign corporation. Then we come to sub- 
section (p), the one that is before us now. Then the 
next is subsection (r) which deals with dividends from 
wholly owned subsidiaries of non-resident companies. 
Then subsection (s) which deals with dividends of a com- 
pany incorporated in Ganada which has never paid 4 tax 
because of the provisions of sections 89 and 90. [ do 
not think I need go any further. A. I submit that 
there iS a very large proportion of those, or a large 
proportion that have the characteristics which are 
degcribed 4s non-profit making. That is, they-are not 
making anything in the way of what might be called in- 
come that would go to the advantage of any investor in 
them or any sharéholder. It is just like a church. A& 
church may be said to have an income. [ do not think I 
need pursue the matter because the Commission is able 
to judge for itself on looking over the list just what 
igs the underlying principle. 

Q. I think we will have to discuss that Laver, ZF 
will just get on now to the question of control. 
A. What page is that? 

Q. At the bottom of page three and the top of page 


Tours (YOu says 
tThe ordinary joint stock company is controlled 
on she basis of financial interest, ¢.¢. one 
share one vote'. Therefore, any small group, or 
even a single individual may tbuy up a control- 


ling interest’ in the company. Control is 
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consequently undemocratic. The cooperative, on 

the other hand, is controlled on the basis of tone 

member one vote', irrespective of the number of 

shares owned by any individual. Therefore, it is 

impossible for any small group to secure control 

of ay cooperative. Its control is based on’ demo- 

cratic principles .' 
Why do you say that the method of voting in a joint stock 
company is undemocratic, one share one vote? What is 
there undemocratic about that? Perhaps I can help you 
a bit. Do you mean by democratic that one man should 
have one vote, the same as in our elections; that the 
millionaire should have no more voting power than the 
poor man. Is that what you mean by that? Ah. BY and 
large, yes. That is one of the elements of democracy. 
Surely the rich man should not have more power in regard 
to public policy than the poor man. 

Q- That is, his voting power should not in any way 
be related to his money wealth. A,” Cervei nly. 
Gv Mou redbize thay that is the rule in the ordin~ 

ary elections, such jas. are mow facing us, but. do. you 


think that applies to the ordinary joint stock company 
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where many men of different degrees of wealth put up sums 
Of money, perhaps their earnings of a lifetime, perhaps 
acquired from a multitude of different sources, and they 
venture and take risks in order to establish an industry. 
They employ labour, they take care and supply the neces- 
gities of life indirectly to’a whole community, whereas 
tie small man is quite unable to do that even though he 
may desire to do it. Do you not think that money invest- 
ed in that way should have control of that company in 
proportion to the amount of capital that the individual 
PASKe 2h LL? Do not you think that is a sound doct- 
rine? Ay a Shank Nee Parker, 1 can publ wo ‘a. tar 
better argument on behalf of that position than anything 
I have heard before this Commission. On the other hand, 
every citizen is permitted, I think, under a free society, 
to choose different forms of business. While there may 
be arguments for the joint stock set-up, I believe and 
most cooperators believe that the argument on the other 
side, that is in favour of the cooperative set-up, 1s 
much stronger and that it ds a preferable form of 
business organization. 

Q. Nobody has any objection to there being a dif- 
ference of opinion on that important point. I simply 
want to know why you think the joint stock company is 
in a sense undemocratic. Mas That is obvious. REvery- 
body knows that certain individuals in canada and the 
United States have got controlling interest of a great 
many concerns, and that leads directly to economic 
dictatorships. 

Os \ereglize that dn Canada and in the United 


States powers are pretty well centered in the hands of 
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the executive rather than in the voters scattered all 
through the country, but I do not consider our government 
to be undemocratic by reason of that. Do you? 

A. Some may disagree with you, at least in part, on 
that and contend that there should be a more continuous 
check on those in executive position. Tt is a debatable 
question. 

Q@. Let us take the converse position and see what 
VOU Mave Go sey apo utone os LOU believe in the principle 
of one member one vote. Pe LS 4 

Q- I believe that was one of the fundamental prin- 
ciples of the Rochdale pioneers. A. Definitely. 

Q. You have heard evidence given before this com- 
mission on more than one occasion in connection with the 
delegate voting by the big pools. Rea Yes. 

Q. You heard me put questions to certain represent- 
atives where it was brought out that in connection with 
one of the pools the directors, without consulting the 
shearcnolicgere, would divide up the Cerri tory mi.0 wast 
they called ‘locals. They would decide the territorial 
boundaries and the number of members in those locals would 
vary anywhere from fifty to 200. They would meet to- 
gether to elect a delegate and the different delegates 
would then meet together to transact the business of the 
organization, including the election of directors. That 
is the way it works. Re Ltedoscs.. 

Q- Under the by-laws of the particular organization 
that I was investigating it was provided that the share- 
holders would have no authority to meet in annual meet- 
ing at all. That was expressly laid down. the share- 


holders could never meet in annual meeting to transact 


hon ue set ca od ea ere: 
ee eas ern Gm 
APL: Bees BLucite Stitt snald “tents ii 


es 


Meet Heo ee. atest SRG aA sted B jabs ah parce 


ey aie 


iy fia 
he 


4 ig 
? Pee eg bate =. ae ‘ oF - a ai ¢ o3 Mt o ee 
mney ab Mote? we tr Pade EES Lap Oh Ms Pes | igre ay ae 


i * ae 4 i wae 
TOL Leops? Gr ieee me 


mt ee : fe 
to 2 Se are Me irks aa Pe ita te ” 
yes Bae oe peer! = wes 2 Ee be okies ee an eh ua pistes 


ob wl bye ie 
~ > & f 
o ~ i we take - G a 1g 
a i i - Ue tale - ee Bar Ext weno rl =, 
S es P j 2 
i see > AiG i “ = 
‘ 
hate ; . P a me -* = h 7 
Tee a nie oe i I aN i Sa i Acer ae Oe + ia Pr ae 
SRO = 5 A s a) ew tarae an ioe Sree irs “4 EOS 
i ® e 2 
f > > «= 
1 y 4 
4 — m, 1” 
» 
" 
eer v* s eee ee | re cy ey ee Pan) is ae OMY eta 
ee ae cee UE" “sR ’ aaa (e ee Wega e220) ie 
= ee 
ie ye Oe ee eee mL. ~ Pe as 
fal ved Seats + , ae a. a ; ay, ee 
F ang fl) art x 
ee te z 4 eS 4 , ‘ a5 Balt 5. GS eee 
. dng ’ ate We Faye ae eee ee ects Steg of i 
F _ vr 7. > 
ots le BO pe 9 oS Is a Bee Br sere 
te : are : A 
+ « t o 5 
0 ey am Pad tn 
oy ee StS oe -s 
" : . 
=f g ‘ ..'¢ 
. *% ? 
TOE tec gd) SRP UPR ere. ees ¢ a 
ore meee De ‘oe f 49 GRAY? FAA EN ee eae i 
Ul 
i = 


EF-135 ~7625- : Mr. Good 


the business of the organization. A. Not because they 
have not the right, but because it is not feasible and 
sensible. 

Q. The rights have been taken away from them. What 
I am leading up to is this; let us take five different 
locals from which delegates would be elected. We will 
say that in No.l there are fifty members; in No. 2 there 
are seventy-five members; in No.3 there are 100 members; 
in No.4 there are 125 members;and in No.5, which is the 
large one, there are 500 members. Hach local elects one 
delegate irrespective of the number of members. 

&.. Pardon me, -.Are you,giving- an actual, fact on .simply 
quoting a hypothetical case? 

Q. I am summarizing what was given as evidence the 
other day by a witness, 

MR. FRANCIS: On behalf of the United Grain Growers. 

MR. PARKER: Yes, I think that was one. Theyare a 
cooperative, at any rate. 

MR. FRANCIS: They are not members of this union. 

MR. PARKER: Perhaps that 75 per cent needs whittling 
down a bit. 

MR. FRANCIS: Those are the facts that were given, 

MR. PARKER: That is quite true; that is the one [I 
am using as my illustration. 

BY MR. PARKER: 

Q. Supposing those five delegates meet and some 
question comes up in connection with which a vote has to 
be taken. The one delegate representing 500 members has 
only one vote, whereas the other four delegates -- per- 
haps I have: carried it a little too far; perheps I. should 


have stopped at four. Let me put it another way. The 
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delegate representing ty ar lo hal with fifty members means 
that each member of that local has 1/50th of a vote. 
AP *QULT6 1 S0i. 

Q. Hach member in the local of which there are 
seventy-five members would have 1/75th of a vote. 
A. Yes. 

®. if think that.is exactly the opposite of what the 
Rochdale pioneers had in mind, namely, one member, one 
vote, not one man, 1/50th of a vote or one man, 1/200ths 
of a vote. What do you say about that? A. The prob- 
lem of getting what we call complete accuracy of repre- 
sentation is a«very difficult one.in practice, but in 
respect to the particular figures which you have cited 
I would say that to the extent that equality of voting 
power is departed from in the case of the individual mem- 
bers in the different locals, democratic practices and 
principles are to that extent departed from. There may 
be extenuating circumstances and reasons why he has not 
been allowed to vote. You know, and everybody knows, 
that from time to time we have redistribution of our 
constituencies because of shifting population and that 
kind of thing. We have not got in our parliamentary 
institutions and practices the same accuracy which you 
suggest is important and which I agree is important, but 
T have heard many arguments in parliament in connection 
with redistribution to the effect that under certain cir- 
cumstances the unit of representation should differ from 
what it ig under other circumstances. It is a debatable 
question. 

BY THE CHAIRMAN: 


Q. Do you mean that in practice you can depart from 
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your principles? Ae I am not advocating it at all, I 
am Simply expressing my opinion. If there is any great 
disparity, it ought to be corrected. TI think the delegate 
system is inevitable. You cannot call a hundred thousand 
Shareholders to a meeting: 

Q. Obviously, but that does not change the principle 
of the Rochdale pioneers. A. Cink. Che: principle 
Should be adhered to. 

Q@.- AS far as possible? A. As far as possible, 
but I suggest in this particular case--I see Mr. Law over 
there listening to me--that it is up to the board to cor- 
rect any disparity that exists now, if I may be permitted 
to give some advice indirectly. I think they would be 
VECY Wii tine sto. 06. Chat. 

BY MR. PARKER: 

Q.- Perhaps that is a reason why he is not a member 
of the union, because you want to take him in under those 
conditions. Dede O be Go Lads Theat LS e0lone Hist 
Ory. 

Q@.- Leaving out the United Grain Growers and taking 
some other large cooperative. Would not the same thing 
obtain, as I have just mentioned, only to a lesser degree? 
A. I think not to any great degree. JI amnot familiar 
with the exact situation, but I know that in so far as 
Ontario is concerned, for years the representation has 
been largely on a membership basis, that is by del- 
egates. There are other factors that enter into it, par- 
picularly in the reletionshiv betweentthe locals of ‘the 
cooperative and the wholesalers or federations, and 
there are modifying circumstances. 

Q. All right, let us get on. Growing out of what 


you have just said--perhaps not growing out of it--there 
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is another argument which you advance in your brief on 
page five. You give an example of 1,000 farmers in a 
mutual fire insurance company and then you say: 

"Tn the first case the surplus both morally and legal- 
ly belongs to the 1000 farmers; in the second case 
the surplus legally belongs to the private insurance 
company." 


Are you contending that the moral argument should enter 


into the question? A. Certainly it does. 
Q. In what way? A. »sThere must be Some kind of 


equity to justify any system. 
Qs lL eeresc With that abart equity; but you say. 
"in. one Lirst case the surplus bdoun morally ‘and 
legally belongs to the 1000 farmers." 
Let us assume that it belongs morally, but not legally. 
Do you think that any effect should be given to the fact 
or to the argument that it belongs morally when it does 
not belong legally? A. That poses a rather important 
social problem. 

QO. [do not want you to treat 1t.es a social prop- 
lem, I want you to answer my question. J want to know 
what your considered Views are. Ay Topping you wie 
see that I am answering your question if 1 can answer 
it in this way. If there is a conflict between a moral 
obligation and a legal obligation, it is a pretty serious 
matter to decide. It seems to me that for the time being 
under the law the citizen has to obey the law whether or 
not he thinks it is unjust. The problem of law and 
democracy is to bring about harmony between the law and 
the conceptions of justice and equity that prevail. 


Q. I do not want a lecture on the moral phases of 
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the law. I was merely asking for your considered views. 
I was asking if you think that the moral argument should 
apply, or whether you think the moral argument should 
follow the legal. A. No. In organized society the 
person must obey the law even though he may think the law 
is wrong. 

BY MR. ARNASON: 

Q- Outside of the strict legal obligation upon the 
citizen, there is the moral obligation to obey the law. 
a. Certainly. 

BY MR. PARKER: 

Q. Another question has been raised, what I would 
term the selfish argument as distinguished from the altru- 
istic argument. The whcle purpose and design of the co- 
operative movement is to bind themselves so that hee can 
help those who are banded together and let the devil take 
Gare Of those outside the circle. Is not that a fair way 
to put it? Does not that describe the cooperative phil- 
osophy? A. I wonder if you will permit me to postpone 
answering that until we take up the supplementary brief. 

MR. PARKER: Again I am in the hands of the Commis- 
Sion, but I cannot see why you cannot answer it just as 
well now as waiting until this afternoon. 

toh WETNESS: , 10 Will eerteiniy fit Invo that a Tittle 
better, 

THE CHAIRMAN: The trouble is that we have allowed 
sO many briefs to be filed by various parties, supplement- 
ary and otherwise, that we find outselves in the position 
of having to try to get them together. Please do not 
forget that question this afternoon. 

MR. PARKER: I may forget it entirely. 


THE WITNESS: I think it will come up. 
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BY MR. PARKER: 

Q.- There is just one other question. We have heard 
a great deal of these cooperatives doing business on an 
agency basis as distinct from where they buy and sell 
outright. I should like to deal with the agency basis 
first. In this case a man sends his produce to the co- 
operative to ter Goi for the best price obtainable, and 
after deducting costs he is remitted the balance. You 
say that that balances cannot possibly be a profit? that 
is your argument. A. It is hard for the layman to 
understand the distinctions which are sometimes drawn 
legally between an agency and outright purchase and sale. 
I cannot see from the cooperative point of view any dis- 
tinction at all. There may be a distinction which law- 
yers use and which is a necessary distinetion, but Let me 
put it this way. My conception of a cooperative is 
that it is an extended partnership. Now, if you have a 
partnership of two, obviously the law regards -itiin, such 
ante suchvarway. Lit thay partnership of two becomes 
twenty, and they are still able to function as a partner- 
Ship, the same treatment will prevail. If that is extend- 
ed to 200, and for certain practical reasons incorpora- 
tion would seem desirable, it does not seem to me\iand: £ 
submit this as a layman, that the principle underlying 
the cooperative has changed. In practice the principle 
remains as it is in the extended partnership. I fancy 
that our counsel would probably deal with that matter 
because I do not count myself competent to do go. 

Q- I was not dealing with that matter at all and [ 
wish you had left it to your counsel to deal with it. 


A. I may have misunderstood you. 
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Q.- I say, not as a lawyer or not as a cooperator 
but just as plain man to man; what I am asking you is 
this: when a producer hands his wheat or whatever it may 
be to a cooperative on terms that the cooperative is to 
sell it for him at the best price they can get, and after 
paying the costs of handling to pay him the balance, you 
say that that balance cannot by any stretch of the imagina- 
G00 Ce. Called a prorit . As 2 CO 20t think So: wicGhin 
the meaning of the Acts 

Q- Let us stop there. [I agree with you, for the 
Moment, at any rate. Bet if instead of delivering his 
produce on those terms he sells it to the cooperative at 
an undetermined price and, if it is wheat, he draws, let 
us say, $1 per bushel when he delivers it with the dis- 
tinct promise that after the wheat is disposed of, if 
there is any balance, it will be paid to him, and if 
there 1s not, of course he will not get anything. 
Supposing in that case there is something left over, is 
baat a. Prout 5. A. No. 

Q. Let us take the third case. Supposing he sells 
it to the cooperative for the fixed price of #1 per bushel. 
He takes his money and goes home and the cooperative sells 
it for $1.25. The cooperative pays expenses and there is 
LO cents per bushel left over. -Is that a profit? 

A. Well, certainly it is different from the other. 

Orel ecw! 2b, eee ene eS. Ie ahd bo GO VOUS We 
the first nec you say there is no profit, but is there 
a profit in the third case? A. I would regard that 
third transaction as being definitely a nMm-cooperative 
transaction. JI daresay you would never find that, as far 


as I know, happening. 
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Q- I think we have had an abundance of evidence 
before this Commission that institutions which maintain 
that they are cooperatives were buying commodities out- 
right at fixed prices and selling them. A. You mean 
without any obligation to give service at cost? 

Q. Yesi We will take it both ways. First, without 
any obligation to give service ab COBL Sid Secondly, 
with an obligation to give service at cost. eae 3p 
there is an obligation to give service at cost and it is 
not given 4b cost, then the obligation is not fulfilled. 

Ce oll, Tien ouULet shh 8 Dros Te Ay Cale 
that if you wish. 

Q» NO, 10 -1s'not a question of what I. wish to call 
Lt A. My view is that it falls exactly in the same 
category as the profits of an ordinary joint stock com- 
pany. 

Q@. Ail right, one question more . In the operation 
ofthe ordinary cooperative--I am speaking now particular- 
ly of the producerst cooperatives which sells the mem- 
bers! eet Unger an Obl eation’ to return to him any 
Surplus less necessary and proper reserves which may be 
determined by the directors--do you make any distinc- 
tion between the amount which it may pay back to the 
producer member and the amount which they hold as a re- 


erve, in.so far as profits are concerned? As» (60 


U2 


long aS reserves are what may be called necessary re- 
serves, I see no distinction. That is provided we can 
aeree upon what are necessary reserves. 

Q. That would have to be in the judgment of the 
directors, and we will assume that they are acting in a 
bone fide manner. A. I see no essential distinction, 


that ais toisay if the reserves are necessary. 
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Q@. You need ie: go into a long explanation; I merely 
want your answer. Now then, if the amount that is paid 
back is paid in the form of a patronage dividend, I under- 
Stand that you contend “that that iS not profit at all, 

A,» és. 

Q.- I am speaking in terms of taxation. There is the 
dividend that is paid at the end of the accounting period 
to a member, and the amount that is allocated to him but 
not paid back until the end of three, four, or five years, 
as the case may be. A. You mean with respect to Peis 
DLLioye 

i... Yee, A. Providing the allocation is reported 
as income when it is made. 

Q@. Reported by? A. Reported either by the co- 
operative or by the individual to whom it is allocated, 
or by both. Provided it is recognized as taxable income 
in the hands of the recipient, then I do not Lene any dif- 
ference, 

Q.- Would you consider that taxable income in the 
hands of the recipient in the period in which it is earned 
or is it income in the hands of the recipient five years 
later when he actually receives it? bof LUV OU SIU, DoS 
recognized as income in the year of allocation. 

Q.* Ang you°do Rot aeres with the sugpestion, T take 
it, that during the three, four, or five years that it is 
retained by the cooperative and used by it as working 
capital that it should be treated as income in the hands 
of the cooperative? A. 6) LG Gannot. te income In tite 
hands of both at the same time. 

Oo. Phath-is* quite true. What about investment 


income that results from the investment of these funds 
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until such time as they are paid back, as well as invest- 
ment ingome from the reserves. A-s I suppose no co- 
operative would invest working capital in interest-bearing 
securities. Our view is that so far as securities as 
necessary reserves are invested in interest-bearing securi- 
ties, the interest on that is not different from the 
interest on anything eco Une Lt Spould be equally 
immune. But I am not just sure what you visualize, Mr. 
Parker, in respect to the use of the dividends that are 
rebained. You say working capital and IT assume you ex- 
clude the necessary reserves? 

Q@. Yes. I would like to treat them separately. 
First, there are the reserves which are set aside as such, 
and then there are the allocated dividends that are held 
back, Are. they on the same footing? I went you to deal 
with the reserves which are set aside as such, and the 
dividends which are allocated but not paid. An <r roa 
say that the allocated dividends that are paid after a 
period of years are really working capital loaned by the 
individual member to the group for operating purposes. 
Now, that individual may be willing to lend it without 
interest or at any interest that is agreed upon. JI do 
not think the matter of interest comes into it because 
that is a matter for determination and agreement between 
the two parties. 

Now, in -regard to this matter of investment income 
It is, I presume, a debatable question, but personally I 
do not see any reason why we should think of interest on 
securities in which you have your reserves invested as 
not being part of the general income, the gross income 


of the corporation, and being part of the fund that is 
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the property of the members. The members agree to leave 
it there for safety purposes. I think you will see that 
that comes pretty well under the mutual fire insurance 
companies of Ontario in connection with their reserves 
and the necessity for them. I am expressing my own per- 
sonal opinion on that. 

Q. Just one other question. We have been told that 
in some cases certain of these reserves are allocated. 

A. Yes. 

Qe TOrtne Individual “members. Re “Yes. 

Q. Do you make any distinction between reserves 
which are allocated to the members and reserves which are 
just held in a general fund and not allocated to anybody? 
A. There may be a distinction drawn from the point of 
view of the right of the individual to his’ equity in the 
property, in the whole undertaking. That raises the 
question as to whether or not it is desirable or humanely 
possible for any member of a cooperative to establish a 
mathematically accurate and calculable right to his part 
of the undertaking. A man may have certain investments 
in it and he may die. He cannot take anything with him 
when he dies. A man may go into a farmer's cooperative 
when he starts out for himself, say at the age of twenty 
or thirty years. Then at the age of sixty or seventy 
years he may retire. When he goes in, if it is a going 
coneern, he has a certain title to an amount of capital, 
if you like, in the reserves that have been left in 


for purposes of continuity. 
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When he departs he confers that same privilege or réght or 
benefit upon the younger people who follow on. LY 18 Like 
the situation between one generation and another, that the 
parent gives something to the children and the children 
give something to their children, There is a continuity in 
the organization that you do not find in the individual 
life. 

ie Mr. Good, there is just om question I intended 
to ask ,you when I was dealing with the allocated dividenda. 
I think your reply was to the effect that you considered 
that as a loan? Ae From the point of view of the member 
Dathink 25 definitely .16.6. Loan, 

Qe A loan? A. Yes. 

Q-» Would it not be perhaps a little more correct to 
say that it was a forced loan, or an involuntary loan? 

He has no choice in the matter, has he? A. I am not 
sure about that, whether or not it is customary to allow 
them to withdraw. I think practically all loan capital 
is withdrawable under certain conditions. 

Qe I am talking about what you say goes into the loan 
capital; that is, allocated dividends which the directors 
decide to hold and pay off through the revolving door 
plan, three or five or seven years later. I am suggesting 
that if it is a loan, it is a foreed or involuntary loan, 
as far as the members go? Ae I would not admit that with- 
out knowing the regulations under which it is repayable. 

MR. VAUGHAN: It could not be a loan before it belonged 
to the member. 

MR. PARKER: That is a matter of argument, I suppose. 

Q. It must first, I suggest, be in his possession 
or at least under his control before it could be said to 


be a loan? A. Of course here is a practice that would 
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probably meet the case: paid out in cash and leaned back 
again in cash. That is a practice that has been and is being 
followed in some cooperatives, 

Qs But I am not talking about that; Iwastalking about 
where it was not paid out; where a resolution was passed 
providing for so much, and where the directors say, "We are 
going to allocate it, and we advise you how much we have 
allocated to your account, on the understanding that you 
will get it five years from now, when the door revolves," 

Ae As I say, I cannot speak for all cooperatives; I do 
not know what their practice is. 

Qe I am not suggesting that they all do it. I am merely 
asking if in those cases, where that is done, you would 
consider it a loan: that is all, 

A. It might be if there were no opportunities, no right 
to get repayment during that period, say the five-year period 

Qs Now, you will remember that when you were here in 
February there was a gentleman doing what I am doing now, 
asking you some questions; I refer to'a Mre Grosch? 

Ae Yess 

Qe And he put some questions to you as to where we are 
heading, the ultimate objective, and that sort of thing. 

You remember that? Ae I think I do. 

Qo» And I believe it was more or less understood that you 
preferred not to answer on those sections of your brief 
umtil now; it was understood that perhaps that matter would 
be brought to your attention, and you would express your 
views on it at this time, so I want to bring your attention 
to it nowe May I put it in this way. If the cooperative 
business as we have seen it in operation, as evidenced by 


the people who have come before this commission -- I think 
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it is fair to say that this evidence discloses that in recent 
years particularly, and for a good many years, that type of 
business has been growing and expanding and increasing. 

is vhHat a -rair way to put i? A&A. In certain sections of 
our economy; yes, 

Qo That is, in certain fields? A. Yes. 

On Bond “—f take at that it is your view and the view of 
those un whose behalf you are here, that you expect it to con- 
tinue to grow, or at least hope it will grow? 

Ae I would expect it would, yese I do not know just 
how fast, or in what direction, 

Qe Quite so; that is all in the future, But have the 
cooperatives something in view as to what their ultimate 
objective in that respect may be, whether they hope or expect 
that some day it wil occupy say 50 per cent of the business 
Pied, “or 60 “per ‘cent "or 70 ‘per cent, or what percentage? 

Is there any objective that you have in mind? 

A. I would say that officially, as far as I am aware , 
the movement has never attempted to define anything in the way 
of ultimate objects. Cooperators, as individuals and as 
political and economic speculators may have their own views 
as to what ought to happen and what may possibly happen, 
but as far as I am concerned I certainly do not claim 
omniscience , and I am a bit careful about going very far 
in the way of predicting or blueprinting the future, 

Q- It is not so much predicting what the future actually 
will be, but rather what cooperators hope it will be. 

Is it your desire, is it your hope, is it your goal that they 
shall keep on expanding until they occupy at least the greater 
portion of the field? Ae No, I do not think there is 


any conoensus of opinion om that point at all, 
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Q. Have you any personal opinion on that, as their 
official head? A. Welijamy Teslingoisrthise,. that 
inasmuch as the cooperative movement has arisen to meet 
human need, and in so far as I believe that of all forms 
of business, large scale business, it is the best thing that 
has yet developed in economic history-- 

Qo Would you say that if it grew to such proportions 
as to occupy practically all the entire field of business 
activity? A. I would reserve judgment on that. That 
is a hypothetical question, if certain matters develop which, 
so far as I can see, except as a remote possibility are 
not likely to develop. I do not think I can venture an 
answer on that. But in so far as experience would justify 
some appraisal, it does seem to me that it is desirable 
from the point of view of sccial progress and individual 
betterment to have a very considerable growth of the cooper- 
ative movement in the future, I would not say that was 
necessarily along all lines, and I cannot, even for myself, 
make up my mind as to what pee Gam ullee directions would be 
most Boned Aes 

Qe May I put it in this way, then. You rather object, 
and I dare say quite properly sO, to hypothetical questions, 
but it seems to me we have to keep our eye on the future 
in order to chart our course during the present, In case 
they should grow until they occupy, as I say, practically 
all the field, or the major portion of the field, would that 
not inevitably, in your judgment, lead to monopoly? 

Ae What do you mean by monopoly? 

Q» I mean whatever you mean by it when you use it in 
your brief, when you are dealing with the monopolies into 
wnich private enterprise is liable to grow. I have the 


Same meaning you attach to it. 
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A. NO, I dbo not think so, and for this reason. It seems to 
me that the essential, or shall I say the kernel of monopoly 
is the elimination of competition, so as to control prices. 
If that is undertaken on behalf of a minor group in society, 
then you have the possibility of exploitation of the majority 
by the minority. If on the other hand you eliminate 
competition by general consent, say as we have done in our 
public utilities, the same exploitation is not possible; 
and in that case it would not seem that the objection which 
has been taken and may be reasonably taken to what we might 
call private monopoly, can be sustainede 

Qe Just for a moment I want to read you what you said 
in answer to Mr. Grosch. I think it is proper that I should 
do this, because Mr. Grosch is not here, and some of his 
questions were more or less put aside for the time being. 
I think the witness ought to have the benefit of what was 
said at that time. 

THE CHAIRMAN: To what page are you referring? 

MR, PARKER: To page 2692 of the official transoript. 

Qe Mr. Grosch had been asking some questions about 
the dairies, and some discussion took place, and at the last 
line of page 2692 Mr. Grosch said: 

"I submit, my lord, that in cross-examination 
there is wide latitude. 

"The! Chairman: But remember the term ‘cross 
examinationt is as difficult to define as the word 
profit in another field. 

"By Mr.Grosch: 

"Qe I fully realize that, sire I will put it this 
Way « When a cooperative has expanded to such an extent, 
when it has developed as you suggested in the explanation 


you gave in the course, I believe, of certain comments 
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you made on your brief, when you used the Canadian 
Pacific Railway as an illustration of private enter- 
prise, when it has expanded and developed on that 
scale, then you say that such a large cooperative 
is a public enterprise. 

"A. No. What I said was that it could still 
be a private enterprise." 


4 


POEuLeRt pedo: wl Ae YeSe Back of that is the 


distinction I made between public and private. 


Qe ePhateisybruse 1 ampnonly reading this to lead lup vto it. 


That 


That 


"Q. You mean that if a cooperative became as 
large as the Canadian Pacific Railway it would then 
become a private enterpise? Ae Not 'become!; it would 
remain what it had always been, a private enterprise -- 
private in contra-distinction to an enterprise that is 
state-owned or operated." 

Le corre$jy?y A. PLO « 

Q- "Q. And both being private enterprises, both being 
large like the Canadian Pacific Railway, and strong, 
like the Canadian Pacific Railway -- strong financi- 
ally -- do you think then that the one should be taxed 
and the other be tax-exempt? Ae I do not know that 

IL am called on to express an opinion at this moment 
on the question of the propriety of taxing one enter- 
prise more than another, but I rather gather that the 
problem posed to me is as to what is going to happen 
from the point of view of monopoly when the cooperative, 
so to speak, gets control of the whole field." 

is what I was asking about. 

"But we are faced with the very same problem of 
monopolies under government auspices, and there has 


been a tremendous amount of discussion in Canada for 
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years over the supposed necessity for railway 

competition, There is a good deal to be ee on all 

sides of that question, as to whether the wasteful 
effects of competition in certain fields are a more 
important consideration than certain other aspects of 
the situation. I think I may state frankly, Mr. Chair- 
man, that in my eae unas: is a vital distinction 
between private monopoly and public monopoly. We have 

a number of public monopolies and I suppose every 

citizen has asked himself the question, how will you 

prevent public monopoly from becoming inefficient? 

"Qe And just as serious a question, how will 
you prevent private monopoly from becoming inefficient, 
either the C. P. R. or a cooperative, when it gets 
control and one is taxed while the other is not?" 

May I stop there? Perhaps. I had better read your answer: 
"A, Whether or not some form of competition between 
different types of enterprise is a final and absolute 
necessity for securing efficiency is a question I am 

not prepared to answer at the moment. We shall have 

to work our way through that problem as best we can, 

because we face it now in connection with a good many 

Of, Out. Lares) pubdate venterprises if you, like, dake 

the railway situation." 

That is just:to bring it to your attention. Ae Thank you, 
Mr. Parker. 

Q. If you say you are not prepared to answer certain 
things which Mr. Grosch was putting to you at that moment, 
I was wondering if you were in a position to clarify that’ 
Situation now. Perhaps I could help you by putting it in 
this waye If cooperatives grow and expand, is it not 


inevitable that they will become monopolies; good monopolies, 


-7641- 


Mr. Good 
it may be, but monopolies nevertheless? A. Well, really 
your question poses two questions, as I see it. 

Q. Then divide them up, will you? As First; as to 


the likelihood of ‘that happening, and second, as to the 
consequences if it did happen. 

Qe Let us assume, for the sake of argument that it does 
happen. That is the one we are really interested in, because 
if it does not happen, the other would not apply. 

A. I wonder if it would not be better to discuss the 
La Resshhoed: of pity first. 

Q. Very well; you discuss it in your WaYe A. Well, 
Mr. Chairman, this question implies somewhat that same as was 
involved in ae question as to the ultimate objestives,. 

As far as I can see at the moment, there is no likelihood 

of the cooperative movement, within the foreseeable future , 
absorbing any very large proportion of our national business. 
In the address by Mr. Thurman Arnold last fall, after referring 
to the very impressive growth of the American movement, he 

said this, and you will find it ih his address: yYour 
business yet is not as big as that of the Atlantic and Pacific 
Tea Company." 

I have sometimes been very much impressed, in looking 
over our Canadian cities and our American cities. I remember 
last fall, after Mr. Arnold made that statement, looking 
out of the train window over the buildings in Chicago, 
and saying to myself, "Well, what part of this has the 
cooperative movement got yet?" It is a negligible propor- 
tion of the business of Chicago. It is the same in Toronto, 
the same in Ottawa, the same everywhere you Zo In certain 
other places in Canada, and in certain other lines, the 
cooperative movement has already developed and ,what shall 


I say, included in its activities a great deal of the business 


io 
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in those territories. But until such time, if it ever comes-- 
and certainly it is not in the foresecable future -- that the 
cooperative movement includes a very large proportion of what 
we sometimes call private business, including in that the 
corporate business and individual business and so on, it seems 
to me that it will always be a sector of the community, a 
sector of our economic system, and it will always have to have 
working relations with private business, with individual 
business and corporate business, 

BY THE CHAIRMAN: 

Qe But, Mre Good, if the system is desirable, you would 
not check it at any particular point, would you? 

A. Absolutely not. I do not know how far, to what 
extent, or in what directions it may develops My position 
is™this, and I think It isthe position of our movement 
generally. We believe the principle is absolutely sound: 


service at cost, people providing themselves with services 


at cost. 
Q. That is a very well-known political doctrine: "Wait 
and see.” A. Well, convinced that the principle is sound, 


the application of the principle in this sphere and that 
sphere, and the relation with other types of business, we 
cannot foresee, We can work ourselves along. 

I was at one time inclined to be doctrinatire in this 
matter, but I have got over that. My views are largely 
pragmatic now on these questions. There are cooperators, 
however, who enjoy picturing to themselves some particular 
new social system, such as Edward Bellamy did in Looking 
Backward. Some of our ccoperators, Doctor Warbasse, for 
instance, in his Cooperative Democracy, has envisaged his 
particular ideal, that is the shrinking of the functions of 


the political state and the undertaking of those by voluntary 
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group action; but British cooperators, so far as I have met 
them, do not take that view. There are all kinds of 
Opinions and speculations as to that. Perhaps I am wandering. 

BY MR. VAUGHAN: 

Q@ I wonder if that information is correct, about the 
cooperative business in the United States not being as large 
as that of the Atlantic and Pacific. Have you any idea 
what the cooperative business amounts to 4n the United States? 
A. I could not say offhand, but we can get you some figures 
on that. It is.split up there. . We have not in the United 
States, as we have in Canada, even an approximation to 
national unification in the cooperative movement. There is 
avery large producer end over there, and then there is the 
city development, which is a sector by itself. Then there 
is the farm supply development. 

Qe Do you know what the Atlantic and Pacific business 
is.-over, there’? .Ae I do not know the figures. 

Qe I remember it used to be quoted at. a billion dollars; 
it may be more noW. It is something over a billion dollars? 

A. Yes. 

Q. In your brief you estimate the business in Canada 
alone at half a billion dollars? Ae Yess 

Q. Then would it be possible that they could be doing 
less than twice the cooperative business, in the United 
States? Ae A less proportion? 

Q. If $500,000,000 of business is done in Canada, 
and the statement which you quoted was that cooperative 
business in the United States was less than the business of 
the Atlantic and Pacific, and we will put the business of 
the Atlantic and Pacifio at something over a billion dollars, 
that would mean the cooperative business in the United 


States would be only twice what it is in Canada, and surely 
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it must be at least ten times the business in Canada? 
Ae That looks rather foolish, Mr. Vaughan. Iwas staggered 
at the statement of Judge Arnold. I have not examined 
it, however. It may be that when he was making the compari-~ 
son he was not including the marketing activities in the 
United States, which are very large.e He was addressing 
the biennial congress of the Cooperative League of the United 
States. | In that league there is much less than half of 
the cooperative movement of the United States, As I say, 
I cannot certify to or comment upon the figures that he gave. 
Qe It does seem to be out of proportion. 
due TROVE, Gis I admit they do seem to be out of propor- 
tion. 
BY MR.. PARKER: 
Qe There is just one other statement in your previous 
evidence on which I should like to refresh your memory. 
I am reading now from page 2695 of the official transcript, 
a little further on from where I was reading previously. 
Mr. Grosch continued to ask you about these monopolies, 
and finally he got down to this. You brought in something 
about the public utilities, and Mr. Grosch sort of pulled 
away from that, and his question in the middle of 2695 wags 
this: 
"Q.What [I am suggesting to you is that whe a 
cooperative becomes as large as that, when it has 
passed beyond the primitive stages where it 
requires help, then the exemption clause should be 
dropped. he Wereally find 1b. ci tri cuLp to under stand 
what you have in mind in putting these questions." 
You were perhaps sparring a little bit, were you? A. No, 
I do not think so, 


Qe Then he went on: 
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"Qs. I have in mind getting oan help from you. 

A. First you raised the question of monopoly and you 

wanted me to envisage what would be the situation if 

we had cooperative monopolies. 

RO ire Vest Ae Well, I say it would be somewhat 

Similar to the situation were we have state monopoliese’ 
Is that correct; will that stand? 

Ae It is, from the point of view of avoiding the exploit- 
av ronm7or tae thajonity of citizens byya dhitthe group. 

Qe What do you mean by state monopolies? Ae I mean 
a public utility. 

QO. Then 1 continue quotings 

"Q. weBut. that sis :public;. ‘Let: us, say with private 

enterprise. A. Well, similar from the point of view 

of their being in a sense public monopolies. For 

instance, if you had an enterprise so large, operating 

under cooperative auspices, that it could be said 

to embrace the interests of all the people but not 

in-any way under the auspices of government, it -would 

be private in one sense, in that it would not be subject 

to government control, but it would be public in another 

sense when it had reached the stage where it included 

practically all the people. I am trying to find 


out what is in’ your mind. 


"Q. When that happens, public interest and 
cooperative interests are one and the same and they 


should merge. Is that right? AeWhat do you mean 


by merge? 

*"Q. Well, you say they are the same; why have two 
doing the same job? A. You are raising a question which 
is more or less speculative. 


"Qe «and with your experience I should like to 
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have an answer from you, an answer from a practical man." 
This is what I was leading up to. 
"A. Here is a question as to ayetner Be not we 
should take the position that the fading state is our 
objective ideally. There are some people who hold that 
the constant growth of the cooper ative movemmt will 
lead to a new type of aommon enterprise and that the 
state will fade into the background." 
let me Stop there. Do you want to modify that’ at ally or 
Sheli “i- pub 2 in this way. Is that the ideal to which the 
cooperative movement is looking forward? A. Certainly 
not. 

Q. Where the state will fade and become merged in the 
cooperative? A. Certainly not. I have already answered 
that by citing Doctor Warbassets personal opinion on this 
matter, and the general attitude of the movement. 

Gs They you go von: 

"Take a municipal service such as the distri- 
bution of milk. Some people have argued that this 
ought to be undertaken under municipal auspices 
as a department of municipal government, and then 
We would Cail It publios’” If cr tne other hand” you 
had in that territory a cooperative composed of milk 
consumers, including all the citizens of that | 
community, you could have the same sort of system 
worked out under cooperative management, and one 
would be private in one sense, though it would have 
developed to such a point as to be properly called 
public inasmuch as all the citizens had been brought 
in, and they would be described as group consumers. And 


I might say, Mr. Groseh, that there are districts in 
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the world -- I know of one in the maritimes -- where 
practically everybody in the community is inside the 
cooperative, and they do process and distribute their 
own milk along with a lot of other things." 

. That was your answer. I skipped a little to come dow 
heres Ae You do not wish me to refer to the particular 
one? 

Q. No; this is only to refresh your mind. Now I go 

one Mr. Grosch said, after referring to the fact that he 
would have to leave: 
"Qs Unfortunately I cannot be here, I was trying 
to get some information before leaving and I thought 
you could inform me. A. You are asking me a question 
with respect to certain matters of state policy. 
I may have my own opinions and they may or may not be 
of value, but I do not think I should express myself 
on that particular point at this stage," 
That point, on which I now ask you to express your opinion, 
ii “VOUrcercouordo. sO, is pihether or not you think it sie 
good thing for the cooperative movement to grow and grow, 
until it in turn is powerful enough so it can dictate to 
and control the state? A. The implication of those 
words, "dictate to ‘and cee ey the state" involves a 
contradiction in terms. If you can imagine the cooperative 
movement absorbing all the activities and including all the 
people of the state, the foundation of the state and of the 
movement would be the same; that is, all citizens. So,you 
| can hardly imagine all citizens, in a6 capacity or through 
one type of organization, neutralizing if you like, or 
conflicting with the interests of the same body of citizens 
functioning in a slightly different*capacity. 


Q All right. Now I want to refer to one other question, 
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on page 2698, going back to the question of reserves, 


This is the question Mr. Grosch put to you, which you said 


at that time you were not prepared to answer. I think in 


fairness to him and tc you I should ask you now: 


That 


"Qe if we have a cooperative with large reserves, 
say a million and a half, and we have a joint stock 
company with a reserve of say a million, both in the 
same line of business, do you think that the cooperative 
with a million and a half should be exempt from tax= 
ation while the joint stock company with a million is 
taxed?” 
was the question. This was your answer: 

"A. The question of the treatment of reserves has been 
raised and that is a matter which we shall deal with 
Quate: Tully later on. i dounet, Teel ‘called -uponiet 
this moment to express a personal opinion on the ques=- 
tion and inasmuch as I am not authorized to speak for 
the movement as a whole on the question I think it would 


be a mistake on my part." 


May I repeat the question to you now, the very question that 


Mr, Grosch asked; and will you answer it now, or are you 


clothed with any more authority to answer it now than you 


were 


then? A. The matter will be dealt with in our 


recommendations this afternoon; but if you will just repeat 


the specific question Mr. Grosch asked, perhaps I can answer 


it. 


Qe The question was: 

"If we have a cooperative with large reserves, say a 
million and a half, and we have a joint stock company 
with a.reserve of say a million, both in the same line 
of business, do you think that the cooperative with 


a million and a half should be exept from taxation 
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While the joint stock company with a million is taxed?" 
You declined to answer that question before, on two grounds: 
first, because you did not think you were called upon to 
answer it and, second, because you did not have authority to 
speak for your group. What have you to say about it now? 
A. I shall be prepared this afternoon to give our view as to 
what should be done in respeqat of cooperative organizations. 
With respect to what the government ought to do concerning 
non-cooperative organizations, we are not making any state- 
ment, and certainly I am not in a position to express myself 
on a matter of that sort. That is a matter, I think, bet- 
ween the non~cooperatives and the governmerb . 

Mi ssEARKERS Thank you; that is all. 

THY CHAIRMAN: Do you wish to ask any questions, Mr. 
Francis? 

MRe FRANCIS: I have no questions to ask. 

BY MR. FILLMORE: 

Qe Mre Good, you are the president of the Cooperative 
Union of Canada? Ae Yes. 

Qe And you have a publication called the Canadian 

Cooperator? Adin DUELS iPient . 

Qe In that publication do you from time to time express 
the views of the tien as you conceive them to be? 

A. Well, if over my own signature, yes. No, pardon 
mes; I would not say that. if. ft have, as J have occasionally, 
written articles published in the Canadian Cooperator, they 
do not necessarily embody the views of the Union. They are 
personal views. 

Q. What is the objest of the publication? Is it not 
the object of publishing this paper to fiither the movement 
in Canada? Ae Have you a copy of the Cooperator there? 


Q- Why do you publish the Cooperator? 


e117 
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A. Why? 

QeYes? A. Iti is eee official organ of ee movement, 
and has been since the year 19093 and the purvodee are stated 
in the Cooperator.e. I cannot quote them offhand, but if I had 
a copy i could tell you. 

Q. What are the qualifications for membership? First, 
in view of your reorganization, what are the qualifications 
for membership in a provincial organization? Ae That 
is determined by the provincial organization itself, on the 
basis of certain general principles. 

Q. And what is the basis of membership by a provincial 
body in the union? A. In the national body? 

we Les? AY They ere provincial units. The national, 
body is to be a federation of provincial units. 

Qe Having the same aims and objectives? Ae Yes. 

Qe Would you give me briefly, now, the qualifications 
for membership in the Union, as it now exists? 

Ae You mean as it has in the past? 

Q. Yes, A. Well, Mr. Fillmore, I can answer that 
question best by outlining the practice that has been follow-— 
ed since the beginning. Applications for edie an uere 
received by the national executive, have been received by 
the national executive. If those applications come in 
without any by-laws or any particular information regarding 
the applicant, then the applicant is required to furnish 
information as to its set-up and practices and the whole 
facts of the case. The matter is examined by the general 
secretary, and if he considers that the organization is 
eligible for admission, he admits it provisionally. Then 
those applications are submitted to the executive, and there 
there is an opportunity for discussion of the details and 


a ratification or otherwise of the admission, 
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Qe So I take it, then, that all your present members have 

been investigated and found duly qualified? A. YOsa« 

| Qe You asked for a copy of the Canadian Cooperator. 
At what page do you find the aims and objects of your move- 
ment? Ae I am not sure that it is published in every 
issue, no, it is not in here, but it is in some of our other 
Pupliceavionss It is about a paragraphe ido not 86e, 1% 15 
there. 

Q. Perhaps if you find one during the noon-hour you would 
let us have it? A. We can certainly furnish that. 

I do not know that I have it with me, but it is available. 
Qe I am referring now to the Canadian Cooperator of 
October, 1944. Pipsty) oo tind this on the, trons. nage: 
"Devotion to cooperative philosophy. Philosophical/ 
and social aims of cooperators.* ae 
A. This is. a quotation from somebody, is it? 

Q. "Social Justice Review" by George Keen. You quote that 
on the front page. Ae That was from an-article that he 
wrote for the Social Justice Review. ive tis ee nee neh oe 
a quotation. | 

Q. And I take it that you approved of the ideas advanced; 
otherwise you would not have published it? Ae No; 

Mr. Keen, as editor, has complete liberty of publishing what 
he wishes. 

Qe Would you just try to apply your mind to the question? 
LI will try to be as definite as I can, and you be as brief 
as you can, and we will save time. On the front page of 
this issue of the Canadian Cooperator you quote from an 
article by George Keen? ALONG T 46 nots, ao net 
publish that magazine. Mre Keen is the editor and publishes 
he 


Qe Who publishes the Canadian Cooperator? 
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A. It is published by the Cooperative Union of Canada, 
but Mr. Keen is the editor and he has liberty of action in 
the selection of material. 

Q.- Where does Mr. Keen live? fe io Brantford. 

Qe Ontario? Ae Yes. 

Q. The editor of the Canadian Cooperator quoted on the 
front page an extract from an article by George Keen? 

A. Yes, from an article he wrote for an American publication 
in the midwest. 

Q. I take it, then, that your editor at least approved 
of the ideas -- 

MR. PARKER: I do not think that is quite a proper 
question,to ask one man to state what was in the mind of 
somebody else. We must be fair to Mre Good. 

BY MR. FILLMORE: 

Qe I will put it in this way, thene i find thie: on 
the front page of your edition of October, 1944, and I will 
read part of it: 

"Devotion to cooperative philosophy - mutual 
helpfulness, and the substitution of cooperative 

for competitive habits of mind - are not only 

imperative for members of the cooperatives, but 

the gospel of cooperation should be carried to 

the general public. Thereby the way will be 

found ultimately to a commonwealth of cooperators 

not only on this continent but throughout the 

world." | 
Was any objection made by anybody to the publication of that 
extract on the front page of your paper? A. Not as far 
as I knoWe 


Q.- Now let us turn to page 11 of the same issue, 
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BY THE CHAIRMAN: 

Q. I think you told us, Mr. Good, that you were not 
whoaly in accord with that idea; that was your personal 
opinion? Ae Nobody knows -- 

Q. You did say you were not in accord with that? Ae A 
cooperative commonwealth? I do not think I have used the 
phrase, but it is used in some phrases, but so far as I know 
nobody has defined it. 

BY MR. PARKER: 

GC. tire Foaoin ravounworny ies Do you approve of that 
statement? That is the guestione Ae If we can agree 
on a definition of what a cooperative Somnonweat tn oat 
I would try to ee enn question, but I onla not answer 
the thing otherwise. 

BY MR. FILLMORE: 

Qe Are you putting out propaganda saying that we should 


oe aces have a ae commonwealth, and you do not 


anew what a cooperative commonwealth means? 


A. Well, we know to this extent; that it is the working 
out of a principle, the principle of mutual self-help. As 
to just how and to what extent and in what directions that 
principle will be worked out in the future, what shape the 
society will take, I cannot say. 

Q. So then you are advocating ‘soméethin#& on which your 
ideas are not crystallized? A. So far as actual operation- 

Q. Just a moment; is that correct? Are youadvocating 
something in respect of which your ideas are not erystallized? 

A.» I can answer that either Yes or Noe 

Q. Then let me call your attention to page,1l of this 
same issue. The heading is: 

"Campaign Against Cooperatives. 


“Proposed Taxation of Savings as Profits. 
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(by the Editor)." 
Aw Y€Se 

Qe Was any objection taken to that article by you or 
any member? A. Not so far as I know, 

Q- I guote from the article: 

"In conclusion, we may say that cooperators do not 
claim exemption. They should pay income tax on the same 
basis as others. If they trade with the general public 
as well as with their members, they do make a profit 
on such trade if it is held for the benefit of members.” 

Is that so? Ae I am in agreement with that. 
O. All eright. I quote further: 
"If they trade with the general public as well as 
with their members they do make a profit on such trade 
if.it.is held forthe benefit of members." 
Now, keeping in mind a producers’ cooperative which sells 
all, or at least 99 and 9/l0ths per cent of its goods to the 
Puolic Ton mMoresthenoheyteost,, thereby realizing/a surplus, 
is that trading with the general public? A. Not in che), 
sense in which we understand 263 no;  Dvthink that matter | 
‘has been discussed already. 

Qe Just a moment. If that does not constitute trading 
with the public, what does constitute trading with the public? 

A. The phrase has reference to the relationship between 
the organization and its members, and not to relationskips 
between the organization and some other part of the economic 
system. I think I dealt with that to a considerable extent 
bef orev 

Q. Never mind ; I just want you to consider the plain 
meaning of the words. First you say you do not claim exemption, 


Do you wish to change that and say that you do claim immunity, 
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or to put it in another way, do'you say you are immune from 
taxation? Ae On member business. 
Q. On member business? A. YESe 

Q. Only? Ae That cis Ticute 

Q. And what is member business? Ae Well, I Suppose 
we shall have to have some definition of membership, of 
what constitutes membership. 

Q. Do you publish eee the meaning of which is not 
apparent to the average reader? Ay, Well, dy think, the 
general meaning is apparent. 

GC. All vicht.s 1. put, it to you. that when you say "Trading 
with the public" you mean when the goods which are available 


for sale are offered and sold to the general public, as 


distinet from the members? As I wonder. if DT icould answer 
you by taking two different types. In the consumers! 
cooperative -- 


Q.-I am just talking about the producerst cooperative 
now. Let us talk: about that. 

A. Certainly when we talk about member and non-member 
business in a producers! cooperative, we have in mind only 
the relationship between the cooperative and the people for 


whom it sells their product. We certainly have not in mind, 
es have thought of having in mind, the people across 
the ocean, say, who buy our wheat. 

THE CHAIRMAN: Le it dues not interrupt your train 


of thought, Mr. Fillmore, I think we should adjourn now, 


The Commission adjourned until 2.15 Pem. 
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Ottawa, 
Thursday, May 3, 1945. 


The Commission resumed at 2.15 pem. 


renee eS LR 


MR. STFER: While we have been waiting I have been 
wondering whether I ought to give further details in re- 
gard to the form of organization and delegate voting in 


connection with the United Grain Growers. My friend Mr. 


Parker, in his examination of the witnesses, appears to 


attach considerable importance to that matter and perhaps 
4f that is not clear I should clarify it. 

THE GHAIRMAN: I think it has been made clear from 
the brief and from the evidence we have had. I would not 
think we need anything more. 

MR. PARKER: I think in the case of some of the other 
cooperatives the variation in the number of members in the 
locals is not as widespread as it is in the United Grain 
Growers. 

THE CHAIRMAN: I think that appears sufficiently 
clear. 

Veo PARKER: “LL think’ thatiie varrliyreloar, 

MR. STEFR: I really think, from what Mr. Good said 
this morning, that I ought to cross-examine him on the 
whole theory of representative government. 

WR. PARKER: That is your privilege, but not your 
duty. 


MR. STEER: It may be my duty. 


BY MR. FILLMORE: 
Q. Did you find. the issue of the Canadian Co- 
Operator in which the aims and objects of the Union are 


set out? A. ZI did not, Mr. Fillmore, but I have the 
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new constitution, the proposed constitution where the ob- 
jects: are set out. 
Q@- Have you that with you? A. I have not it with 


me today. It just occurred to me as I came across that 


— 
oneal 


it might be sufficient. 

Q.- Gould you, in a word, state the aims and objects? 
Bart rer er oLo ger tine proper papers... “I tcould send sone- 
body for it. They have it available in the Ottawa office. 

Qe In tne meantime let me call your attention to 
the November, 1944, issue of the Canadian CGo-operator on 
page six, where there is an article entitled: “co-operatives 
do not seek taxation privileges." It goes on: 

"Cooperatives have never sought taxation privileges. 
“They have always been prepared "to submit to taxation 
On the same basis as others.” 
Is that part correct? Fey ie ULES Liven oe 

®. The eruicie goes on; 

"For more than half a century taxation authorities 

in Britain, fortified by judgments of the courts, 

consistently took the view that the savings effected 

by cooperatives in trade relations with their members 
were not income or profit, but savings effected on 
their behalf, and that consequently they were not 
taxabie.' 

THE CHATRMAN: What is the name of.the author? 

MR. FILLMORE: It is on the editorial page. 
| BY MR. FILLMORE: 

On) (poeta ev Mieco Ore la 2a si btO Ger A. That would 
be by Georgs Keen, our editor. 

ay Are you aware that cooperatives.and joint stock 


companies are on the same basis in Great Britain? 


me L am not very well posted as to the exact. legal 
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Situation in Britain. 

Q. You arevnot prepared to discuss that subject. 
&. No, not as far as British practice goes. 

Q- You would not be prepared to dissent from what 
Professor McDougall told us yesterday about the attitude 
ofthe taxingrauthorities in Great Britain? An ei was 
not here yesterday. 

Q.- Do you agree that the savings effected by co- 
operatives in trade relations with their members are not 
income or profit? Wel Doco. 

Q- You agree that earnings effected by cooperatives 
in trade relations with their members are income or pro- 
Fils A.) Theyka renin ya dirtrerenih category.% 

Q.- I think you stated this morning to my friend mr. 
Parker that if a cooperative buys from its members at the 
current or market price and pays the same price to mem- 
bers and non-members alike and sells to the public at a 
profit, you would regard that as a non-cooperative activ- 
ity. A. I donot think that was the exact situation 
put to mes; iMre:Fillmore,.by Mr. Parker. 

Q.- Supposing a company calling itself a cooperative 
buys from members and non-members alike and pays the cur- 
rent market price and sells the goods at --- hea YOu 
mean buys outright? 

Q. Buys outright. Ae) Wi hows vary Taishi 
as to any subsequent adjustment? 

Q- Without any obligation whatsoever on the part of 
the cooperative to the member for any further part of the 
purchase price of the goods then being sold by it at an 
increased price. Would you call the net earnings which 


resulted a profit or income? A. If there was no 


iP 4 
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obligation, either expressed or implied, and the trans- 
action was closed with the initial step that you have 
pictured, then I would say that they fall in the class 
anges! Rone oO eae re. 

mies Q. Let us go a step further. Supposing the direct- 
ors, having absolute discretion in that regard, decide 
(io vey Welk pay Out pert.of the profits to a patron, 
Say on & bushel basis or on a pound basis; would that 
method of distribution of profits change the character 
of the earnings so that you would call it a patronage 
dividend and thereby have it immune from taxation? 

A. The distribution of the net surplus which you refer 
to would, I think, imply the completion of the obliga- 
tion. 

Ow. LSet. me pub it to yow this way, ‘Mr. Good... The 
exact circumstance being that the directors, or the deleg- 
ates, One or the other or both, have absolute discretion; 
they can pay & patronage dividend or not, just as they 
see fit. The member is in no position to demand payment 
of the whole or any part of that profit. Do you think 
the designation of that distribution among the members 
changes the profit into something of a different character 
which is immune from taxation? hm  YOuUrmare | putting 2 
more OF Less hypothetical case, Mr. Fillmore, 

Q. #8 Ss metter of fact, L am geiVing you an actual 
circumstance. A. The phrase you use, "absolute dis- 
cretion" -- it seems to me that no board of directors, 
no group of delegates has absolute diserstion any more 
than the elected representatives in any democratic body 
have absolute discretion. Those representatives may have 


certain powers, but those powers are limited. 


-~7660— Mr. Good 


. 


Q- I am referring to the case of the so-called co- 
operative in which the payment or non-payment of patronage 
dividends in any year is in the absolute discretion of the 
directors or delegates. A. That is usually the case 
with all cooperatives; the directors have considerable 
powers, subject of course to review at the annual meet- 
ing. 

Q. I am not asking you what they usually have, I am 


asking you whether or not you consider you can change a 


, profit into a patronage dividend which is immune from tax- 


ation by the mere act of distribution among the members. 
oer eonink Lie actor cistribputron and all that it sige 
nifies makes a very vital difference. 


@e 20Ur View ts that this company, carryine on under 


. the name of a cooperative, may carry on business in exact- 


iy thelsame manner as its competitor. A. Wait now, 
exactly the same way? With some Similarity. 


| als ane 
Q@- I am talking about the- business operations, do 


not make any mistake about that. Their business methods 
and operations are exactly the same. fe Up. to aecer- 
tain point. 

GrwolUo tothe end of the. transaction. Leaving.aside 
their relations with their members and shareholders, we 
will say the business methods and operations are exactly 
the sane... .Thaey cach earn 4 profit. . Now, .1f one. company 
pays that out to its shareholders, you say that that is 
not immune from taxation, but if the other company dis- 
tributes that profit among its members, you say that such 
distribution is a deductible expense. Aw “Yos,. the 
two cases are not the same. 


Q; They are not? A. In my judgement. 
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Q. The only difference being in the method of dis- 
tribution, A. And certain obligations or understand- 
ings that lie behind that. 

Q- Just a minute, let us assume that there is no 
obligation on the directors or delegates to make that dis- 
tribution. A. We could not assume that with a coopera- 
tive. 

Q@- You would not assume that? 

MR. PARKER: He said that you could not with a co- 
cperative. 

BY MR. FILLMORE: 

Q. Providing there is such a situation, where the 
directors or delegates have the absolute Tight toepay or 
withhold a patronage dividend, then it is not a coopera- 
tive; is that your view? A. Every board of directors 
in any organization that I know of, cooperative or non- 
cooperative, have certain discretionary powers and wit hin 
those discretionary powers, or as one of them, frequently 
lodges this power to distribute or not to distribute, 
according to their judgment. 

QQ. Letbius agree on that, that the directors, of a 
joint stock company or of a cooperative have the power 
to decide whether they will pay or not pay a dividend. 
Now, if one company, if the joint stock company pays it 
out, the profit still remains taxable, but if the company 
calling itself a cooperative distributes that among its 
members on a bushel basis, then you say that the amount 
of that distribution should be allowed as a deductible 
expense. A. I think so. Let me put it this way --- 

GO. ine Ver mind 


BY THE CHATRMAN: 


a 
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Q.- Do you put that on the ground of intention, Mr. 
Good? Is that the distinction you make? A. The dis- 
tinction in my judgment lies in the nature or the differ- 
ence between the two enterprises. These enterprises are 
certainly similar in many respects; in other respects 
they are dissimilar. 

Q. They are dissimilar in intent. Del es. camac 
in their general practice in the distribution of earnings. 

BY MR. FILLMORE: 

Q. Does not it seem to you then that the one concer 
carrying on business in the same manner as the other com- 
pany and being, as you say, immune from taxation, enjoys 
a great advantage over the joint stock company which is 
subject to taxation? A. Whether or not the non- 
cooperatives at the present time have a grievance against 
the government in this matter aPancome: tax, Team noe pie= 
pared to express an opinion. 

Oo. Sisive mation vote fact, 1 did not ask you that; I 
just tried to point out to you, or rather to ask you 
whether or not it is not a fact that the cooperative 
which is immune from taxation enjoys an advantage over 
its competitor, which is subject to taxation. PT Bane syel 
mean with the existing situation in Canada’ 

ee LOR A. That is a question on which 4 good 
deal might be said on both sides. T cannot at the moment 
express an opinion as to whether there is a disability 
under which they are labouring. So far as we are con- 
cerned, speaking for cooperatives, we have certain rights 
in the matter. We consider we have certain rights and we 
believe that those rights should be protected. 


Q. And if the private enterprise is being hurt you 
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say that that is a matter they should take up with the 
government. As YOSs 

Q. The private companies have not made any complaint 
against the cooperatives except in the matter of exemp- 
tion from taxation. A.) 2. do mot know. 

Q.- Do you know of any other complaint which private 
eiherert de has made against cooperative enterprise except 
in the matter of discrimination in taxation? aes iar o8 8 
not know just what you mean by "complaint". 

@. 2 take at that af you do. not.know: what. 7 mean, 
then you do not know of any complaint. Mr. Good, consid- 
er for a moment the question of the producers! cooperative 
Woon marketsouerain.,. Do vyou.-think it in order fer such 4 
cooperative to own and operate country elevators? 

Ayo Surely, yes, 

GE SIS Shas aR TORY 2 ek oh ak en A NS POMS BN 
wrong for them to own a bank, Onubo Have an interest jin 
mabe ee with other cooperatives, fromwhich they 
had to borrow money to finance the movement of the crop? 
we NO, Tomes. GHIinK (SO. 

Q. And would there be anything wrong with the co- 
operative owning the transportation facilities in order 
to move the crop? Aes GO not.think so..because the 
British movement owns quite a lot of transportation facili- 
ties. I suppose a truck would be a transportation facili- 
ty. 

GO, Vib would .be quite inorder for the cooperative 
to own the terminal elevators to which the grain was 
moved. A. Certainly. 

Q. And would it be in order for them to own the 


boats on the lakes in which the grain would move from the 
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terminal’ elevator to Buffalo or to other points in’ thé ° 
east? A. From the point of view of theory, yes; I do 
not know of any wrong about it. 

Q- Would it be quite in order for the cooperative 
to own the boats on which the grain was shipped overseas 
to different parts of the world? mi ed. WOU Ohare ae, 
would be quite proper. 

Q.- And then speaking locally, would it be all right 
for the cooperative to utilize such wheat as they did not 
export, say by turning it into flour and glucose and 
starch? A. Surely, yes. 

| Q. There would be nothing wrong in that? A. Ppro- 
vided, of course, that the whole enterprise and its inter- 
relations were on a cooperative basis; that is the general 
proviso. 

Q- Would there be any wrong in establishing bread 
plants to turn the flour ee A. No, not from 
the cooperative point of view; there may be objections to 
it from a different point of view. 

Q- Would it be all right to have retail stores in 
which the bread would be sold? A. well, it would be 
theoretically justifiable, but practically inexpedient. 

Q- But not inconsistent with the cooperative idea? 
A. No, not fiom the point of view of cooperative theory. 

Q.- Would it be all right, say, to have the barley 
utilized? A. Barley, did you say? 

Q@- Yes, I am talking about grain producers! co- 
operatives. AY "Yes. 

Q- Could you utilize the barley just as well as the 
wheat? A» OD-course. 


Q- And turn it into any form of commercial value 
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for which it: is suited? A. In theory there are no lim- 
its to the activities of cooperatives, but there are 
questions that are very mich related to them. 

Q. The only question in your mind is whether it is 
ore oar se business. A. JI wonder if [I could answer 
you in this way. There are two general types of coopera- 
tives, the producer type and the consumer type. Them sit 
is a question as to where the one type should meet the 
other type, and that will depend upon conditions. 

Q@- If understand --- A. Hach of them may be a co- 
operative, but it may not be advisable for the consumer 
type to go to the source of production, to the wheat 
fields of the west, although the British consumers have 
almost done so in the past. It may not be advisable for 
the producers to go to the ultimate consumer, say in 
another country. Those are not ethical questions or 
questions of cooperative theory, they are all questions 
of business expediency. 

Q@.- The point is that you have to draw the line some 
place between the activities of the producer and consumer 
cooperatives. A. Well, within our movement a great 
deal of thought has been given to that matter. 

Caapoued, Tor the, time being Jeb us-eontine, it to 
| that. You say there is a line between the activities of 
the two types of cooperatives. A. That line is drawn 
with a view to the circumstances, not with a view to the 
cooperative organization or theory or the principles of 
business circumstances. 


Q- We will deal with that in a moment. 


BY MR. NADEAU: 


Q. While we are on this subject may I put a question? 
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Do you object to cooperatives holding the controlling 
stock in an ordinary joint stock company as a matter of 
theory or principle, and operating it as an ordinary 
business concern? Ao Ina iS a very aL Tr Cult qies tion 
to answer, Mr. Nadeau. I know some american cooperatives 
have purchased the controlling interest in private banks 
Over there. J would not be prepared offhand to express 

an “Opinion ‘on “that, but it is a rather new development. 

I think I would want to think about that a little more 
before I committed myself definitely. 

Q- If I am not mistaken, we had that evidence before 
the Commission, As I d0 not recall it at the moment, 
but it may be there. 

Q.- You do not want to express any opinion about it. 
 Bradikiy eT Pind Pte Little hard to make up my mind 
on that. You have a sort of hybrid there, and whether 
or not in the case of a cooperative having the controlling 
interest, say in a bank, having 55 per cent of the stock 
and thereby having a controlling interest, you could say 
in one sense it was completely under the control of the 
cooperative. On the other hand, the other 45 per cent 
would have certain rights, certainly certain moral 
Picnte af now lesal rights.  Tthtnk it isa dirricult 
question to answer offhand. 

Q@. But if it is in the same line of business? For 
instance, if a pool buys the controlling shares of a 
line elevator company, would you object to that as a mat- 
ter of principle? A. I do not know. TI hesitate to 
express an opinion on that. It may be that some of the 
pool officials would be more competent to express an 


opinion on it. I certainly would not like to encourage 
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that sort of thing. 
BY THE CHAIRMAN: 

Q@- You would not think it expedient? I think that 
was the word you used a little while ago. Ay. 1 “sed 
ene word “expedient” from a littie different angle, from 
the angle of business efficiency. Here is a case where 
you are bringing together in one institution two differ- 
ent types of shareholders, the cooperative group of share- 
holders and a number of individual people. Those people 
Neves auvestved.on avshare investing, basis. J do not think 
it could be.a permanent set-up; it must be more or less of 
a @Toupine « 

BY MR. ARNASON: 

Q. You.would not recommend it as a practice. 

A. No, I. certainly would not. 
BY MR. FILLMORE: 

Q. Supposing there is an ordinary joint stock com~ 
pany which owns country elevators, we will say, and is 
carrying on the elevator business. Supposing that company 
passes a by-law and makes it legal. 9Qupposing it says: 

MBS. 1t resolved, and it is hereby. resolved, that the 
company may out of its profits or surplus distribute 
earnings to the members of another company, a co- 
operative.’ 

A. You say they would distribute their earnings to the 
members of a cooperative? 

Ae pet dot ee A. How could they? 

Q. Well, let us say that the cooperative owns shares 
in the joint stock company. A... You ‘mean all the shares? 

QO. ..YeS, ali the shares: itt has a controlling inter- 


est. The joint stock company carries on business and 
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makes money and it passes a by-law and says; 
Whe 2b sresoivedvand- it -is hereby resolved that we 
Shall distribute the profits or surplus which we 
make among the members of this cooperative." 
A. J am trying to get your meaning. Have you in mind an 
insurance company? 

Q» No, I have in mind an elevator company which is 
the owner of a large number of country elevators. 
Ase That ig.an.ordinary joiht stock company? 

Q.- Yes sir, and it passes a by-law and says: 
"Be it resolved and it is hereby resolved that we 
Shall in the discretion of the directors distrib- 
ute our surplus or profits.: 
A. On a patronage basis? 

Q- On a patronage basis among the members of this 
other company, which is a cooperative company. Ae YOu 
mean to say that those members are not patrons of the 


elevator company, they do not ship wheat to it? 


Q» Oh, yes. We will start over again. They are 
going to distribute the surplus among those people ona 
bushelage basis. A. But that surplus must arise out of 
their own business, must it not? 

Q@. Maybe I had better just let that go in the mean- 
time, A. I am not trying --- 

Q- It seems a little complicated a you. A. J ae 
not trying to avoid the question or evade it in any way. 

I am anxious to answer the question, but I cannot picture 
the Situation where a joint stock company, an elevator 
company, determines to distribute its surplus in the 

form of patronage dividends to people who are patronising 


some pool elevator. 


Noe Ss, 

+ ; 
Phas aa 

ae 

Ye 


i 

! 
bes regree 
Paar 
ae, 


Oe HE a 


7 
Len 


ac 
n 


. 


ae 
we hee 


: pe ea) 
ae toe ey 
5 ' i 
atos i a - 
ahd am ae Nehzs 
a Me, oe ae 
et ee . atl he 
sy ts ey ° 
ey is v 
al 
’ es ae 


* ‘ 
ANter, SA ‘ BY ah lies sce : 
eae ON ca ely Ae 
. rE, ‘ 
ay oN * 4 A 
Oisere el ee ee hs 
Was vagal ie Or me: 
ax) oe { 
Ba eet 4 ‘ pit) tee , 
‘ , 
* 4 fxs 
Ait Ae ses, 
A. : ‘o a 
\; ’ ane f 
sins od ieee 2 
' Ar Gig. 4 
ms a ae it 
aut ‘ a 
‘ tae 
5 ‘ 
: ne : . er, 
“ 
a ‘ yes 
24 wits 
ye ’ Br pet 
‘ 
f ” Pi Ve ee ok x 
- ¥ “ Ms ri ‘} ie 1 
x rete pb a 
i A 
oo Ax! 
abd toy ee 
: bat alia oe J fy 4 
- 


Soe cif 
shed ; 


or 
eral 


2 
a} 
he 


SVP 
Y ae tat 
ae 


Der 
athe 
' 

hy 


a 
i ae 
mes) 
‘ 
ne rs 
Ar lee 
mal el 


“4 

‘ nN 

vey 

rey 
1 


+ 
ys 
r - 
i # 
uy 


¥ 


Mok 
Loa t 


f 
; 
' ot 
+ sayy 
J a 
oi : 
4 
P 
a eae 
| - 
a 


whet 
a 
as 


gee 
~ 


fP=14 


-7669-= Mr. Good 


Q- Oh no, they patronise the elevator, they are mem- 
bers of the pool which owns the shares. A. I under- 
Stand. They are ie of the pool who for some reason 
or other have not been able to ship to the pool ana ship 
to this private company? 

Ge Wo will lev it. 20, AS ol, BMinot Cryin vo 
dodge the question in any way. 

Q- Our time is getting short and I will not press 
thatony furyhéer, Do you say that a dairy cooperative 
should not manufacture its milk into butter? A. NO. 

Go) Ul Ineo Oried =i ik? Jat yc Oni O Ure 

Q- And so on, right down the line until you get to 
the place where you might conflict with the consumer co- 
operative. There is no reason they should not go ahead | 
the same as the grain cooperative, is there? As There 
is no wrong residing in the technical nature of the 
business, but there may be a reason which would come into 
being or would be influential in deciding the matter 
after a certain point had been reached. They would be 
dealing in the main with outsiders. That is a question 
about which a lot can be said on all sides. 

Q- Do you say that if a grain cooperative or a dairy 
cooperative should develop along those lines and become 
large and occupy a large part of their respective Liciag: 
they should always continue immune from taxation? 

A. So far as certain of their transactions were concer- 
ned, yeS; with regard to other possible Lransactions, I 
would hesitate to express an opinion. 

Q» With regard to what? A. Other possible trans- 
actions. 


Q- Then within the limits which are set out, as 
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regards, say, grain producers! cooperative, if it extends 
its activities in all these ways and occupies quite a per- 
centage of that field of business in Canada, should it 
remain immune from taxation all the way along the line? 
Ae "I wonder, MrV-pillmore) if IT could putrithe situation 
in chirs Ways T-think’it might clarify the sunderstanding 
Between Us. Supposing inthe processing -of .a natural 
product you finally arrive at the point where you are 
selling to the general public. Then there is a question 
Bo to whether or not that particular business, those 
transactions should be, what shall I say, member-wide? 
If, however, there is a relationship between the consumer 
cooperative and the producer end of it, if they are tied 
together, the question does not arise. 

Q. Let us assume that there is no connection be- 
tween the two, that the producer cooperative is selling 
bo tie pubive all along the Line, always selling ito the 
public, always making money. Do you say that the surplus 
or earnings which arise should always remain immune from 
taxation? A. Rarnings arising from what? 

@. The sale of goods to the publics As Webl; 
now, I have discussed this matter with some other coopera- 
tives and I would say that on that question as yet there 
is no complete unanimity of opinion. There is a debat- 
able area there. 

Q. Personally you would not be prepared to say that 
they should be immune from taxation. A. No, not at the 
moment. It would take a good deal of other considera- 
tions. 

Q. According to your magazine, you do not seek 


taxation privileges, do you? A ~ 490 4 
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Q. So that you are not saying at the moment that 
profits arising from the sale of goods to the public 
Should be immune from taxation. uit Pewee er it TT could 
put 16 this ae Take the individual producer of milk. 
That individual may, as they used to do,churn the butter 
Om bas farm. It seems to me perfectly legitimate, if 
the situation has been changed, that there should be a 
sale of butter instead of a sale of whole milk. You can 
go Tunther than that.) vou can feed your skim milk to hogs 
end. sell, your hogs: and so on. <It¢ is WS Os oO) 1 ae nie mae 
not impossible, to draw any line so far as the technical 
Side is concerned. 

Butian weeard. to. the distribution of earnings, there 
is a question that arises. Let me give you another ex- 
ample. Take the same dairy cooperative. LD Sur vouties 
there has been a feeling that the consumers of milk are 
equally interested in the enterprise, and there are some 
cooperatives in Canada that are jointly owned by the con- 
Sumers and producers. They split the distribution on 
some agreed basis. J think you get my point. 

Q- You are talking about the case where the consumer 
cooperative and producer cooperative get together. 

A. They get together inside one COTpOration. 

Q- You are not talking of the same thing I was talk- 
ing about. Let us pass on to another subject. Aro Fou 
against the profit motive or against the profit system? 

A. The profit motive as conceived by many small enter- 
prisers is no more than a desire to get a fair wage for 
his labour. 

Q@- Are you against the profit system? Aare sonia 


the cooperative system, the non-profit system has proved 
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in the long run that it has certain advantages in the mat- 
ter of operating to certain human motives. I would say 
that in the long run it is the better system. 

Q- I show you the July, 1944 issue of The Canadian 
Co-operator. On the front page there is an article by 
David BE. Sonquist, entitled "Co-operation--a philosophical 
interpretation.” The Last “sentence reads: 

"When will we wake up to the fact that we are not 
patrons but victims of the profit system?" 
Was that published in your magazine? As) “QOVL OUSLY, 
yes. 
Q- Did you get any objections from any of your mem- 
bers about publishing such a statement? 4. Notas far 
as I know. 
Q- Does the cooperative substitute the service 
motive for the profit motive; is,that what you think about 
| LG? A. That is a rather clumsy way of expressing it, 
Mr. Fillmore, if you will pardon me for saying so. Lato 
not say that in any offensive way. 
| Qe letme-refer now toythe April, 1944 issus of 

The Canadian Co-operator, page six, where it states: 
| "Many people who are not politicians and, indeed, some 
beneficiaries of private enterprise, have condemned 
anti-social results accruing from the operations of 
private enterprise in the past. Cooperators must 
also do so if for no other reason than that the move- 
ment offers an alternative in the public interest. 
It substitutes the service motive for the profit 


motive.” 


Q- Is that correct? Aw tL do not like those terms, 
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but I am not responsible for the language used there. 
Personally I do not like those particular terms because | 
they do not seem to be clear. However, it is. quite 
obvious to everyone who has any knowledge of current 
history that fearful injustice has resulted from the pur- 
suit of gain by those organizations which have managed to 
get fairly complete power in their hands. 

@. I should like to refer you to some of the aims 
anc objects of your union. A. What have you there, a 
copy of the new proposed rules for the national union? 

V. Let me rerer you to the January, 1944 Wssue of 


The Canadian Co-operator where on page seven reference is 


made to the cooperative commonwealth. Ae. Siseiiet an 
editorial? 
Ge. ft 18 an editorial Viewpoint. AGO OSs 


Q.- Is your union in favour of a cooperative common- 
wealth? A. I could not answer that without having some 
understanding of the definition of the term wcooperative 
commonwealth", 
| Q. We will give it to you right now: 

"Now what is a cooperative commonwealth? The meaning 
| fiven to the term by cooperators is that it will be 
| fa commonwealth of cooperators. It will involve elinm- 
ar reu che competitive ewe minds of men | 
| and Pe achue it with the cooperative habit." 
And then further down: 
tA commonwealth of cooperators will involve the decay 

and the ultimate disappearance of the political party 

system," 
And again: 

"There is no blueprint of the cooperative common- 


wealth. A commonwealth of cooperators would approach 


i: .- 
ees 4 * 
sel 1 x © , 

as - ‘ a 


4 ae 
vs 
= ‘ 
< oat 
3 * 
“5 . 
. - Es 
“4 
: pit 
feney 
a) 
- ? ket 
af + ay 
i = 


¢ 
a. z tye 
ey] 
cogs a 
sn 
z 2 
fi 
Tats or a 
f 4y 
av ‘ a 
i 
. 
{ 


Vee 


~ 


> a 
” 
we 
. 
” Se 


a 
4 
arnt 
esas 
4 
, 


Ne 
PN 5 
i ‘ i 
aes . ~ ~ i 
hes = * : 2 K 
a ae E o 
oe ee 0 
le 
; 
t ar ae 
ee : . Be. 
ha 5 : - 
rr cf ‘ 
‘ 
ee r? se 
: : 
, tet it t ae 
os aa 
2 pF < 
read an 
F Te 
rs 
é ; 
4 t - t 
oe * 


=t- 


EF-19 


-7674- Mr. qood 


our economic, social and cultural life from the view- 
point of mutual interest and welfare. policies ag 
to economic practice would be varied and changed 
from time to time as the result of growing and accu- 
mulated experience.......There cannot be a coopera- 
tive commonwealth without cooperators. 
Cooperators are working in the general direction 
of a cooperative commonwealth--here and the world 
Over." 
Is that correct? 4. That is the definition there em- 
ployed. I have not stated I am in agreement. That is 
stated there as the attitude of the people rather than 
the outward manifestation in certain economic institu- 
tions. 

Q- Let us not talk about something else. fThis ig 
your official organ and this is the editorial page. 
A. Yes. 

Q. And it says: 

"Cooperators are working in the general direction of 

a cooperative commonwealth--here and the world Over,'tt 
is thet correc or not? A. AS there Leried, 

Q. Yes, as there defined, A. I would say yes, 
with the substitution of the attitudes which the coopera- 
tive movement implies. 

Q. Ts tt. hot-one of your objetts, as set’ out in 
the proposed rules of the Co-operative Union of Canada, 
under section 2 (f): 

"To provide propaganda and educational facilities 

on a national scale with the view to the evolution 

of a cooperative Canada", | 


A. Yes, whatever that means, "cooperative Canada.” 
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That will have to be taken in view of the spiritual con- 
tent rather than the structure. 

Q. You are not repudiating your new rules already, 
before they have gone into effect? As NO, Dut they 
should be interpreted sensibly. 

Gc ovhrernot they plain? (Can you ‘interpret. that rule 
in more than one way? Ay  \ft) as quite possible. what 
do you mean by a cooperative Canada? 

Os WS Wid) take, your own.detinition. Be OcnGy 
Say a> 28 my eg@elinition, 

QO. We Will Gake the Gdeélinition set out in your 
Obiaciet orca, Is that ood Ssnough for yout fe Cige Bia be 
Mr. Keen's personal views. 

@. Has that view as expressed in the January, 1944 
issue been repudiated by anyone in your organization? 
he. Nor Seo.tar asi, know. 

BY THE CHAIRMAN: 

Qs ‘Le that the propaganda which has beem referred Go? 
Ae YOS. 

BY MR. FILLMORE: 

Q@. In connection with the propaganda, do you advise 
the method of procedure which is set out on page eight of 
this same issue as follows: 

*Gooperative publicity should follow the method of 

the yeast Coded Gs Those little cells do not make 

any noise but they really get the job done." 

A. Where is that? That is a quotation from The Neb- 
raska Union Farmer, it is not Mr. Keen's, 

Q. Why did he quote it in this particular issue? 

A. I do not know. 


Q. It seems peculiar. Was he just clipping away 
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at some other papers and this one went in accidentally? 
A. JI suppose the idea is that there is a leaven of ideas, 
of new ideas working quietly in the peoplets minds. 

Q. Does not that quiet working from within by cells 
suggests Some other type of propaganda that has been going 
around this country for the past few years? Aa NOt so 
far as we are concerned, no. There is nothing of the 
sort. There is no sort of subterranean propaganda on our 
part and never has been. 

Q.- You are quite frank in saying what your ambitions 
are, but you also want to work quietly while the change 
is going on. &. I beg your pardon, we have not 
announced that. That is a quotation from The Nebraska 
Union Farmer for which nobody here has any responsibility. 
In fact I do not know just what the editor of the 
Nebraska Union Farmer had in mind when he said that. i 
Pqounou recall reading it. 

Q- Did you go to your editor, mr. He Oll.. SLO avi 
"Good heavens, Mr. Keen, what are you putting such stuff 
in our paper for?’ he (NO, P0100 not, df OC motoreceus 
Paving read that, as a matter of fact. 

~Q- Do you know a man named James Peter Warbasse? 
ay YC 

Q- Who is he? &. He is president emeritus of 
the Co-operative League of the United States of America. 

Q. Have it any respect for his views? Awe 
have, even although I disagree with them in many res- 
pects. 

Q- I am instructed that the following is a quota- 
tion from one of his articles: 


"The ultimate destiny of the consumers! cooperative 
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movement is to obtain or to produce in factory, 
Shop, mine, sea, air and land, all that the con- 
Ssumers require. As cooperation grows, the need 
and possibility of the existence of profit business 
and of the political state decline.....The coopera- 
tive movement is tending toward a cooperative democ- 
FACY Sor G SUSU Cute fOr thes political stata, ..,00— 
operation already has in operation the machinery 
which is capable of being a substitute for the 
political machinery of the state.” 
A. That is what I referred to this morning. Dr. war- 
basse has somewhat peculiar views on the trading state. 
I think that is why they are not entertained by any very 
considerable section of cooperators. 

Q@- You agree, I take it, with a considerable part 
of that statement, Mr. Good, or at least your movement 
does or your editor does, does he not? Ae. ee 
respect to the activities of the organized consumers. 

Q@- We will just see where you draw the line. f[ 
refer now to the May, 1944 issue of the Canadian qo- 
operator, pages ten and eleven. Let us see what you think 
of Dr. Warbasse's views. This is an article by R. A. 
falimer, J.P.; General Secretary, British Co-operative 
Union, Limited. You referred to him this moming. 
oe lure teal hb a quotation from Wri Palmer’. 

Q.- Did not you refer to Mr. Palmer this morning? 
ON is a 

Qe Is he an authority on cooperative movements? 

&. He is a very distinguished British cooperator. 

Q. You have confidence in the soundness of his 


judgment and the integrity of his views. A. I @ar- 
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tainly HAVS In the, intesrity of his views. As to his 


judgment, I would have to reserve judgment. 


Q.- I want to read from pages ten and eleven, as 


follows: 


"The difference between the outlook of pr. Wwarbasse 
end the British oooperapors is that, whilst pr. 
Warbasse thinks all types of production, distribu- 
tion and services essential to the life of the 
people can best be owned and controlled by voluntary 
cooperative organizations of various types, British 
cooperators do not think so. We hold the view that 
"in relation to the distributive trades the policy 
of development by cooperative societies offers the 
most practical and satisfactory way of extending 
collectivist principles in meeting the needs of 
the community.’ We also think that some types of 
distribution and production and certain services can 
best be undertaken by other types of non-profit 
making and publicly controlled organizations, and 
that it would be utterly foolish and unfair to 
large sections of the community to leave them at 
the mercy of private profit-seeking organizations 
in the lengthy period that must ensue between the 
present day and the day when voluntary cooperative 
organizations of all types could be developed to 
the stage when all trade and business, the land and 

banking, etc., would come under voluntary coopera- 


Brien at 
ns 


Live control." 


a 


Do you agree with his judgment? As Well, fT aniin 
agreement with his criticism of Dr. warbasse't prognos- 


tications, but in respect to any blueprint, if you may 
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think it is employed there, I do not know. I am very 
reluctant about making any predictions. 

Q- You are not repudiating what has been published 
as a leading article in your magazine. A. How can any 
cooperator take the attitude of repudiating the views of 
any man who has the prestige of Mr. Palmer. 

Q- Is not this published with a view of getting 
your readers to agree, Ay To think about it, to give 
it serious consideration, yes. 

Q. By way of recommendation. A. Not necessar- 
bi Dat a 

Q- You do not publish that kind of thing to get the 
public to disagree with those views, do you? Re BVELy 
journal of opinion is more or less 4 free forum, 

Oe LOU ere consistently publishine that sort of 
thing month after month, and I can show it to you in 
your magazine. If you can show me anything in any issue 
to the contrary I will be glad to see it. 

MR. PARKER: I rather think that last statement of 
Mr. Fillmorets is a statement of his own rather than a 
Submission of evidence. 

MR. FILLMORE: Quite right. 

BY MR. FILLMORE: 

Q. Let us look at your second brief here, Mr. Good, 
where it states on page eight: 

"But cooperators have followed a different path. 

They are building up a new economic system in the 

very inaat of the old, and partaking more or less 

or tne tmperfections of ‘the old. 

A. That has-not been read as yet. 


Q» I am just calling your attention to the fact tmt 
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your own views or the views of your organization are con- 
sistent with what you have published in your magazine. 
A. I just wanted to see the reference there. 
Co Looe on pace oLohts 
"But cooperators have followed a different path, 
They are building up a new economic system in the 
Very m1de6 of the old, and partaking nore or Less’ of 
tne imperfeetions of the old. ‘They propose to take 
over eradualiy; and this they are doing. 9 They have 
often been accused of committing thse same sins that 
they condemn in other forms of business; and there 
iS 8 modicum of truth in this charges. Rut their 
OO JOCbIVe ts differcnt:, tieir faces are CUrned tC 
the future; and if, meanwhile, they will get along 
as best they can with people as they are and with 
business as it is, such conduct (isi no Zine) proot 
that they are no different from others. cGhristians 
must live in the world (unless they become hermits) 
and share the world's sin; but they need not be 
basicalvy "of the worlds. 
A. YOu should read the quotation in its proper context 
ooo COntrast i: with what Tt head in mind. «I was. referring 
oO the monastic type of. economic change, and 1 think you 
Will find that in the brief. Some people have wanted to 
start ee economic system and they have gone out and 
tried to start colonies, and they wanted them to be Simon 


pure. 


Page 7686 follows. 
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There is a long record of these various colonies of the 
monastic pattern. The general technique of the cooperative 
movement has not been of that sort at all; it has been 

to get along along within the system as it is, and to be a 
force making for gradual change. That was the point there, 
in making that contrast, the contrast with the monastic type 
or economic reform. 

Qe And to take over gradually? Ae Yess 

Qe And you have not imposed any limits, have you? 

A.Certainly I have not imposed any limits. I do not 
know where or how or to what extent or what fields, as I 
said this morning. 

Q. I see that in your issue of August 8, 1944, you have 
an article entitled, "United States Socialists Go Cooperative." 
Your comment at the end is -- 

A. Do not say "your comment.” It is the comment, 

Qe The comment at the end is: 

"If all business were transacted cooperatively, 
price ceilings would be unnecessary. Rising prices 
would serve no purpose. A man cannot make a profit 
out of himself." 

How do you think that word "profit" should be spelled? 

it is spelled "p-r-o-f-i-t" here, but perhaps that is a mise 
print; maybe you would like to spell it in some other way? Ae 
I think that word in that comnection is used in a sense 

which applies to the general stock company, the average gen- 
eral stock company; it is not in the sense in which we 
conceive it as cooperatives. 

Qe Let me refer to your issue of December, 1943, at 
page 14. Here are some extracts: 

"There should be cohesion and coordination of 


activity between co-ops throughout Canada, and that 
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can only be expected by intensive provincial 
propaganda. Every effort should be made as the 
movement grows to correlate producerst and con- 
sumers't cooperatives, to the end that far: greater 
economies may be effected for the advantage of each." 
Then in your issue of January, 1944, at page 7 I read this: 
"There is no blueprint of the cooperative common= 
wealth. Policies as to economic practice would be 
varied and changed from time to time as the result 

of growing and accumulated experience," 

THE CHAIRMAN: I do not know how far you are going 
to press this, Mr. Fillmore, but so far as I am concerned-- 
I do not know how my colleagues feel -= I] think that is 
quite enough on that branch of the casee 

MR. FILLMORE: Then I will just ask one or two questions 
more, my. Lord. 

Qo I take it that you have envisioned that consumer 
and producer cooperatives may come to a point of conflict 
of interest? Ae No, not conflict of interest; toa 
point of maximum mutual advantage. 

Q- But at some point the two have got to get together, 
have they not? They have to meet on common ground and 
come to an agreement. Is that your view? | 

A. Let me put it in this way. There is a large basis 
of agreement, fundamental points of agreement, between 
the producer type of cooperative and the consumer type. 
There are also certain marked distinctions. in the 
matter of an arrangement, a bus iness arrangement between 
the producer cooperative on the one hand and the consumer 
cooperative on the other, the point where these should meet 
one another in order to secure the maximum advantage to 


each is, as I said some time ago, to be determined, only 
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by the conditions existing at the time and place. I can 
give you examples, if you wish. 

Qe Just a moment. That is all beautifully vague, but 
let us boil it down. 

Ae Let me give you an example, to make it conerete. 

In the city of Brantford there is a dairy cooperative, a 
producers! dairy cooperative composed of a number of milk 
producers in the neighbourhood who have been operating, 

I suppose, for nearly twenty-five years. They collect and 
process the milk, bottle it and distribute it to the con- 
sumer of milk in the city of Brantford, If it were the 
manufacture of butter, and the market was abroad, it would be 
a very inexpedient thing from a practical point of view for 
the producers! cooperative to undertake the retail distri- 
bution of the butter or milk, In the city of Brantford, 
because the market is right at hand, the thing is feasible; 
but in the case of butter, supposing you take the Saskatchewan 
Cooperative creameries, manufacturing butter for sale in the 
distant market. There the situation would be entirely 
different, and the sensible thing to do is to meet the British 
consumerst organization at some point. 

Q» Is it not obvious that the producer and the consumer 
cooperatives have to meet on some common ground at some time? 
A. They should, certainly. There is no reason why they 
Should conflict. 

Q. And there is every reason why they should not con- 
flict, is there not? A. Yes, I think so, 

Q. And as they grow, and as they take over the field 
of business, do you not get to the point where they have to 
Come to some agreement as to prices which the consumer will 
pay to the producer? Ae Certainly. Yes. 

Q.-And you get to the point where these prices would have 
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to be fixed for more than one commodity, assuming you had 
a number of producer cooperatives and a number of consumers? 

Ae The prices would be determined as the result of 
negotiations, 

Q. They would have to negotiate. The different pro- 
ducer cooperatives would have to negotiate with the appropri- 
ate consumer cooperatives, and they would have to agree on 
prices? my Yess sit. 

Tee at YOu Nad, outside -or the cooperative field, 
competitors who did not agree to those prices, that might 
upset the arrangement, might it not? | 

Ae It might affect the arrangement, certainly. 

Qe SO in order to make that effective you would have to 
have cooperative producers occupying the entire field, and 
the cooperative consumers occupying the rest of the field, 
and then they could effectively come to an agreement as to 
prices? A. Well, Mr. Fillmore, you envisage a situation 
which would never happen in practice. Lie you. ned an 
extensive development of the cooperative movement, the same 
people would be in both types. I can give you cases in 
point. 

Q- All right; we will say that the same people would 
be in both types. ‘Then they would have to occupy the entire 
field, otherwise a competitor on the side might fix differ- 
ent prices and take business away from the cooperativese 
Can you not see that? Ae Certainly anything in the way 
of potential competition from some outside source would be 
a definite factor in the determination of price, Quite so. 

Qe But can you not see that you are going to get to the 
Stage where you have to fix prices throughout the country? 

Ae You mean by government edict? 


Qe No; by cooperative control? A. Well, all kinds 
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of prices now are determined by negotiation between dif- 
ferent groups. I do not think it would be any different 
from what is going on now. 

Q- Let us put it in this way. Assuming that the 


cooperative movement grows, es your publication assumes and 


hopes 1% will grow ~- let us assume that, no matter if, it 
takes ten years or fifty years. Let us assume it is the 


most efficient way of carrying on, and that it will get to 
the point where, we will say, one cooperative markets all 
the grain, another markets all the dairy products, and so 
One In those fields. have they not: got to..comée to an 
agreements as to prices, with the consumer cooperatives? 

Ao I presume they would naturally; that is, if the 
wheat-selling business of the west was consolidated into 
One Oreanization, and they sold a large part of their 
wheat uverseas te the British cooperative society, or the 
British wholesale society. 

Q. Let us talk about domestic consumption for a moment. 
When you get to the point where you have to agree as to the 
price of the commodity, are you not then and there faced 

ith a planned economy? A. With what? What on earth 
do you mean by a planned economy? 

Q- You do not know? A Well, it is just about as 
vague and neoulous as the cooperative commonwealth. 
some people may mean one thing, and some another. 

THE CHATRMAN: Do you wish to ask any questions, Mr. 
Francis? 

MRo FRANCIS: I have no questions, because I suggest 
that this is a great deal of argument, and can be better 
dealt with in argument than in questioning. 

BY MR. PARKER: 


Qo £ should like to ask two or three questions which 
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I omitted this morning. I had in mind that they might 
come better in relation to the recommendations, but in view 
of what: has taken place it might be more appropriate to ask 
them here. I shall be very brisf. 

Qe Mr. Fillmore has placed before you, Mre Good, cer= 
tain articles appearing in your magazine ? Ne. Y6ss 

Q. 1 take it that your magazine, meaning the Union's 
magazine, is, like a good many other publications, express- 
ing the views of a great many different contributors? 

As Certainty « 

q And that your columns are reasonably open to anybody, 
to express their views on this movement? A. Certainlys 
true 

Qe Not necessarily eonfined to those who support the 
Union's views at all? 

MR. FILLMORE? J only read from the editorial page. 

BY MR. PARKER: 

QeAll right. Do the editorials necessarily reflect 
the views of your union, or do they keep control over the 
editor to that extent, that he must express nothing butt 
the views of the union? A. No, I would not say there 
has been any control exercised. Occasionally letters will 
be sent disagreeing "with these views expressed in the 
editorials, and that gives rise to discussion; but there 
is no sort of restraint imposed upon the editor. 

Qe However, quite apart from the literature which 
may be published throughout the country, certain people 
have appeared before this commission, as you know very well? 

Aereas, 

Q. Who have expressed a great variety of views. 


I believe you have personally been present at a eonsiderable 
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number of the hearings? A. Between Winnipeg and Montreal, 

Qe Among-other views which you heard expressed were 
those, I think, of a gentleman who appeared right in this 
room when we were sitting in Ottawa in February last. Do 
you remember a gentleman named Casselman? Do you remember 
him? Ae YES. 

Q. From the Ottawa University? A. Yes, I remember 
him. 

Qe He appeared before this commission and placed on 
record a brief, and no doubt you will remember some questions 
which were asked him at the time? A. I have not refreshed 
my memory on them. 

Qe I do not mean the specific questions, but I mean 
generally his theme. You remember that? As Yes. 

Qe Do you accept his brief, speaking generally, in 
support of the views of the Union, or would you like to make 
some modification of it? Ae Really I could not answer 
that question yes or no, because I have not studied the brief, 
I listened to it at the time, and I got a copy some weeks 
te uer, Dut heave not reread it. 

Q» There was one particular phrase which I think it is 
only proper I should bring to your attention and on which I 
should ask your views, I am reading from page 2840 of the 
Ottawa proceedings, just shortly after Mr. Casselman had 
finished reading his brief, This conversation took place 
between myself and the witness: 

"Q. Dealing with the last page first, you say: 

‘Finally if cooperatives are taxed as corperations, 

democracy's last chance for survival will receive 

a severe blow", 

De you remember that? Ae I remember it. 


Qe And some of the rest of his brief was an argument 
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more or less leading up to that final remark. You remember 
it now, do you? fix hy LO 

Qe Do you accept that portion of his brief represented 
there, as representative of the ideas of the Union? 

A. By no means; not at all. 

BY THE CHATRMAN: 

Qe. A little over-enthusiastic? A. Decidedly so3 
yes, JI think it is a very exaggerated statement. 

BY MR. PARKER: | 

Qe You want to dissociate the union from any such remarks? 
A. Yes, as far as I know thetr views. Certainly I do not 
agree myself, because I think it is quite extreme. I will 
say this, that the argument presented by the brief, as I 
recall it, was a very interesting argument, and I would not 
want in any way to disparage Doctor Casselman. But that 
particular statement I did think went too far. 

Qo Il have no particular interest in Doctor Casselman at 
all, and I do not think the commission has any particular 
interest either. I just wondered whether the opinions he 
expresses in his brief are to be considered in support’ of 
me views of the national Union, or not? 

A. Certainly he only expresses the opinion of those for 
whom he spoke, in that particular. 

Qe Were you present at the Toronto hearings? 

Ae No, I was not there. 

Qe Have you had a chance to read the briefs that were 
presented = one, I think, in Vancouver -- by certain people 
who appeared and seemingly volunteered their assistance, 
so to speak, on behalf of the views of the cooperatives, re- 
presenting certain political parties? Have you read them? 

A. No, I have not. 

Qo There has been rather a suggestion made here to-day 


that the ultimate objectives of the cooperative movement 
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may lead, either directly or indirectly, to a sort of poli- 
tical action, or some interference with the state. How 
would you like to express the views of the union in that 
regard? Is there any such objective? 

A. I would say it is a very, very erroneous idea, The 
cooperative movement always has been, and I expect always will 
be, policially neutral. It has friends and enemies, if you 
Like to put it im that way, in all political parties; but it 
is specifically, and has been from the beginning, neutral 
as to party politics and denominations of religion. 

Qe I am not referring now to party polities; let us 
avoid that, by all means, but politics in general. Is it 
the ultimate objective of the Cooperative Union to in any 
way, not through any particular party -- let us leave that 
out of the question -- so have their institution grow that 
in turn it will super@ede or take the place of or control 
the government,-not in support of any particular party 

but as a new type of government of its own? Is that part 
Of Its objective: Aa No? ¥ do nov think wooperatcors 
have any special ideas or certainly they have not pronounced 
themselves on what you might call systems of government. 

I should like to disabuse your mind entirely of the idea 
that we are out to expand the activities of the political 
state in the economic field. If there is any view, it is 
rather in the other direction. 

Q. All right. A. However, we do admit that there is 
a field for state action, an appropriate field for the 
operations of the political state, and it may be in respect 
of certain economic activities. We have already done that 
in our postal system, for instance. 

Q. Do you believe that a portion of what we will call 


the field of the state should be managed by the cooperative 
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moveme nt? A. It may be. I cannot foresee any future 
developments in that direction. 

Q. You see, I think it is my duty to point out to you that 
from all the articles which have been placed before you to- 
day, certain impressions have been left, we will say}; and, 

a 1 may say so 6 ae WB kindness, you have not faced up to 
Bark by Pomiden tne them or adopting theme It seems to me 
that in your position, and in view of the duties which this 
commission is called upon to perform, namely in making their 
report on all pertinent facts to the government, you should 
either approve. of or repudiate that line of articles, Do 

you care to do so? A. Mre Keen, whom I know very well, 
has had complete liberty of publishing his own views in this 
little magazine-- 

Qe Can you not understand my question without going all 
over it again? I just asked if you wanted to take this 
opportunity of expressing approval of that type of article, 
or your disapproval of it; that is, articles of the type 
which have been read to you and the suggestions that have 
been put to you by Mr. Fillmore. If you do not wish to 
say anything more, all right. Ae ‘Some of the words 
read were quotations from other articles, quite a few of them. 

Q. I realize that. A. Some of them were editorials. 
I will say I am not ir agreement with Mr. Keen on a number 
of points, but I am not interfering with his liberty of 
action in the Cooperator; it is a matter of personal 
difference of opinion, dr what you might call a slant of 
view. I can tell you this, that I know very well that as 
far as the matter of the enlargement of the statets activities 
in the economic field is concerned, Mr.Keen does not favour 
any rapid extension of the state activities. Whether or not 


that is pertinent, I cannot say. 
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Qe I did not ask you what Mr. Keents opinions were, 
To-day I am more interested in your opinions. I cannot make 
my question any plainer than I did. If you cannot answer it, 
or prefer not to answer it categorically, all right; it is 
up to you.e A» I think I have already answered as clearly 
as I can, within the time available, and given my own person-~ 
al opinions as to the future in so far as it can be. foreseen 
in respect to the scope of the cooperative movement and the 
scope of other types of business activities, and the scope 
of the state. I think we cannot lay down any hard ard fast 
rules « 

O» YOu are proceeding, you see, with a leeture on 
Something which I did not ask you; and, if I may say so, 

IT would rather you did not do that. I brought this matter 
to your attention to give you free opportunity to express 
either your approval or disapproval of the general tenor 

of these articles which were put to you by Mr. Fillmore. 

if you, do not care to take sides in it, that. is quite all 
right, but do not go all over it again, please. Is that 
clear? A. The general tenor of Mr. Keents editorial 
articles -- 

Qe I did not say anything about thate I said those 
selections, speaking generally, that Mr. Fillmore brought 
to your attention. A. Dodo not bolieve there is any 
agreement in there as to any particular common view, in 
those articles. For instance, the one from the Nebraska 
Union, that certainly was just a quotatione I do not see 
how I can answer the question. 

Q. All right; if you say you cannot answer, that is 
all. A. It is not that I do not want to, but I do not 
see how I cane 


Qe Do you know Mr. J.R. Love, of Edmonton? 
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A. I do. 

Qe Does he hold any official position with the Union? 
A. No, he does not; not with the National Union, and there 
is not any Provincial Union in Alberta yet. | 

Q. Then would that not be a good place to stop? 

I asked if he held any official position in the union, and 
you said no. Would that not be a good place to stop? 

Ae I did not understand whether you meant the National 
or Provincial Union» 

Oy L£ Will put 1t an? doth ways. Does hehold any official 
position with the National Union? Be ING. 

Q.-Has he ever held an official position with the 
National Union? A. No. 

Q. Does he hold any official position with the Provincial 
Union? A. There is not any such organization in Alberta 
yete 

Q. Is he connected in any way with the cooperative 
movement? A. Oh, yes. 

QO. Officially, or otherwise? A. Yese 

Q,. What is that? A. 1 understand he is president of 
the Alberta Cooperative Wholesale Society. 

Q.Did you read the record, and do you know that he 
appeared before this commission and expressed certain views? 
A. I have not read the record. 

Q. But it has been brought to your attention that he 
did appear? A. I am not sure that I had it in mind. 

Q. You heard the brief which was presented here 
yesterday by Professor McDougall? As No, I was not here. 
Q. On page 27 of Doctor McDougall'ts briéf he makes 

IT will not say an attack on the cooperatives, but he makes 
some comments on their method of doing business, and he goes 


on to make this statement: 
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"Certain of the more ardent proponents of 
cooperatives envisage their growth until they are 
certainly the dominant and possibly the only sur- 
vivir % business..form." 

That was the statement by Doctor McDougall yesterday, and he 
goes on to say: 

"It is, therefore desirable to examine the 
effects which might be expected to follow on a 
growth of this kind." 

His authority for the statement which I just read to you 
is this man Love,and you know who he is? Ae Yes, I know him. 
Q- I want to place Mr. Love's views before you, and see 
if you agree, or to see if you think Doctor McDougall went 
B Jittle, too: tars Listen to me, please. This is taken, 
apparently, from an article by him printed in the Co#op News 
Press, whatever that vehenn no date is given. 
"Cooperatives must become the common denominator 
of producer and consumer groups - not the poLiticnds 
government. ‘The use of the political state to re- 
gulate am economic system is external and unnatural and, 
accordingly, dictatorial. Only an internal consumer- 
producer cooperative economy can be self-regulating 
and democratic. 

"It is toward that ultimate economic system we 
eee strive - a democratic cooperative economy = 
an economy of freedom and abundance, An economy 
not only for the people but also of the people and by 
the people. An economy which will provide everyone 
with the three economic rights of ownership of productive 
property, employment and equitable incomes. With our 
natural resources and power production we need only 


develop still further the spirit of brotherhood and the 
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necessary cooperative organizations. When mankind is 
willing to cooperate and when we learn how to organize 
cooperatively - then we will achieve the goal. This 
is the star that leads us on." 
Do you think that is a fair summary of the ideas and objecte 
ives, at least in part, of the cooperative movement? 

A. that is very much on a par with Doctor Warbasse's 
Cooperative Democracy. It is a certain social philosophy, 
an.economic theory -- 

Qe You need not describe it. iam askingsG i. antyour 
view, that is a fair summary, in part at least, of the 
objectives of the cooperative movement in this country. 

Ae I do not know what other cooperators think about 
Mr, Love's views. 

Qe I am not asking you that. I am asking you what you 
think about them? A. 1 think they are very interestingy 
but I do not agree; nor do I, in a very definite way, dis- 
agree. I do not know. He is looking ahead too far, and 
it am not prepared to say what the future is going to bring 

forward. 


Q. That is your personal view? I will go one step 


farther now, and say: do you feel that it expresses the views 


of the Union as a whole? Aw NO. 


Qe You think it goes too far? A. Cercainly there 


is nothing in that whish expresses the views of the organized 


cooperative movement. 
MR. PARKER: That is all, thank you. 
BY MR. NADEAU: 
Q.- Did you survey the Swedish cooperative movement? 
Ae To a limited extent. 


Q.- Do you know whether in Sweden the cooperatives 


are taxed? A. No, I am not familiar with the tax position 
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of the cooperatives there. 

Q. Could you give me shortly an explanation as to why 
the Canadian cooperatives in general, and especially those 
in western Canada, have departed from the capital stock 
system and replaced it by this revolving fund? 

A. Ll am afraid I am not in a position to speak for the 
western cooperatives, but there has been a general tendency 
to depart from the share capital set-upe 

Q. Could you see any explanation for that? 
Ae YESo The explanation in Ontario is quite simplee 


It is that under the share capital set-up there is no possi- 


—— a 


Bility of eettine Pia ers man who develops into a nu&asances 
He retains his share capital, end nobody can deprive him of 
it. He comes to meetings, and he makes a nuisance of him- 
self. He may actually sabotage the institution; we cannot 
get rid of him. 

Q.- Do you consider that this system of loan, as you have 
it in Ontario, which has progressively replaced the capital 
stosk abnucture -- . A. Yes. 

Q. Do you consider that to be a departure from the 
Rochdale principle? Ae NOY TL OO nes 

BY MR. ARNASON: 

Qe Mr. Good, in connection with the question that Mr. 
Nadeau asked you, in reference to the displacement of 
capital stock by another system of financing, while you may 
not have detailed knowledge of conditions in western Canada, 
in your opinion is it conceivable, bearing in mind the fact 
that the use of this system developed during the depression 
of 1930 to 1937 and 1938 -- is it conceivable that this 
system came into vogue more or less because of the low 


purchasing power of the farmers, and because they were not 
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ine position to furnish large units of capital investment 

in advance? Do you think that may have had something to 

do with it? A. I think it is altogether likely that it did 

affect the decision, as far as I know the situation out there, 
but I am not intimately familiar with it. ‘I can very readily 
see that it would be a consideration. 

Q.- In view of your knowledge of cooperative developments 
in Canada, i8 it your observation that where a cooperative 
has been organized, it has been organized with, shall we say, 
the hope of meeting some definite economic need; or has it 
been organized with a view to evolving some brand new system 
of enterprise? Ay Well, “Il would say that so’ far ‘as °tise 
rank and rile of Canadian cooperators are concerned, they 
are not given to philosophical speculation over social systems 
and that kind of thing, but they are concerned with the 
satisfaction of their needs, and I would venture the guess 
tnat ninety-nine per centof’Canadian Cooperators have under- 
taken their work to satisfy a definite need for themselves 
end their fellows. . I) am quite ‘sure of that. 

Q. By that you mean an economic need? A. Yes, an 
economic need3-or, if you like, a social need, if the 
organization ministers to something other than economic 
needsSe 

MR. PARKER; Then this is the brief that is being 
submitted? 

THE WITNESS: Yes. I had hoped to say a word or two in 
explanation of it, but under the circumstances, at this hour 
will Just, Leave 1teas Tt rs. 


Qe This is the supplementary brief? A, Yes. 


(Page 7710 follows) 
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The Co-operative Union of Canada 


(Supplementary Brief submitted on behalf of the Co-operative 
Union of Canada ) 


"The cooperative movement from the point of 
view of economic and social science. (Co- 
operatives and history. 


"The chapters of human history are not the stories of 
isolated incidents but part of one story of continuous change 
and development, no part of which is Lorsien to,  oridiee 
sociated from, any other part. It is the SUOry Gr Gividioe 
tion itself, the story of community and of the ard oe forms 
of association which give expression to the sense of community. 
Some of these associations are economic and the story of the 
development of the body economic is part of the story of 
Cyt Zac on, 

The Body Economic 

As the traveller, threading his way through the dense 
forest, easily loses all sense of direction and proportion, 

So he who is immersed in the myriad complexities of man's 
economic activities finds it almost impossible to see in them 
any plan or rationality. But if the traveller climbs to some 
high mountain top, then the whole panorama of field and Deresey 
lake and river, hill and valley, spreads itself before hin, 

and all the details which were so bewildering when viewed 
close up are seen in their proper places and proportions, 

It is even so with him who would see the economic life of man 
as 4 whole. He must betake himself to the mountain top, and, 
in wide sweep of vision view the whole panorama of man's 
efforts: thus seen bewildering economic complexities fall 
into their proper places, and exhibit a definite and compar- 
atively simple plan, 


"In its broadest outlines the world may be divided into 
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Nature and Man. By nature we mean all those resources of 
earth and air and sea, those radiant forces of light, heat 

and electricity which come we know not whence, those treasures 
which lic buried in the bowels of the earth, and more espec- 
ially those wonderful potentialities which reside in the world 


of living organisms, in plant and beast and bird, in leviathan 


- which plow the seas, and not less in the tiniest microscopic 


particle of life. We place man apart from these not because 


he does not belong to nature, but because there is that in 


‘man -~ the reasoning tool-using animal -- which transcends 


the rest of nature, which bends all else to its will, which 
Subordinates, which dominates, which guides, which uses. 

Man is in one sense a creature of his environment; but he is 
more; he creates his environment. There has come down to us 
in ancient Hebrew poetry that old story of beginnings, where 
God 'created man in his own image,' and blessed him and bade 
him subdue the earth, ‘and have dominion over the fish of the 
Poe wend vovyervune fowlsor) the air, and. over overy. livinglthnins 
that moveth upon the earth.' That this is true all history 
bears witness, Nor is the subjugation of the earth yet com- 
piste, though proceeding with amazing rapidity. 

"Historically the body economic takes many forms, The 
sImpliest, and probably first in point, of time, 18: the hunting 
and fishing type of life, in which man differs not greatly 
from the brutes below, save in the devising and use of weapons 
and tools, This ancient way of life leaves few relics of its 
existence, However, we do not need to penetrate the mists of 
the past, or search the cave-dwellings of primitive man for 
indications of this mode. We need only cast our eyes abroad 
and see what still survives in the life of the Eskimo, in 


that of the Red Indian of two centurics aco, and, indeed, in 
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the occasional activities of the modern and sophisticated 
city dweller. Man has ever supplied his needs by simply 
helping himself to the abundance which mother nature provides, 

"Rudimentary agriculture and horticulture, involving the 
domestication of plants, and their cultivation and improve- 
ment, was also an early mode of industry, characteristic of 
those fertile and well watered plains where the carlicst 
civilizations developed, Growth of this mode of life has 
probably been more generally characteristic of all history 
than any other; and to-day it forms the basis of the physical 
life of man. 

"The domestication of animals, the foundation of live 
stock husbandry, was also an early feature of industry, 
pictured for us vividly in the lives of the old Hebrew 
patriarchs, and still existing on the arid plains of Asia, 
as well as more recently on the semi-arid plains of the two 
Anericas, Nomadic habits, characteristic of this mode of 
living, have been a wide-spread feature of history, and have 
undoubtedly made a definite contribution to the thought-life 
of the race, and to the development of such sciences ag 
astronomy. 

"Mining and metallurgy provided tools and ornaments, 
Spinning and weaving provided clothing, building and archi- 
tecture provided protection against the inclemency of the 
Seasons; thus grew the handicrafts out of which modern ae 
dustrialism developed after mechanical power became avail- 
able. 

"Then again, linked with handicrafts on the one side 
and with the creative imagination on the other, we have the 
development of the cultural and artistic sides OT Sipe oh en 
pictorial art, music and literature, 


"If one surveys in mental retrospect the history of 
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Egypt and Mesopotamia, of Hindustan and the Far East, of 
Palestine and Arabia, of Greece and Rome, of Britain and 
modern Europe, and, more recently, of western civilization 
in Africa, Australia, and the two Americas, he will see these 
various types of industry growing and changing, overlapping 
and interlacing, and often commingling. In the civilizations 
which have left the most notable records, such as those of 
Egype, Greece and Rome, there has becn the greatest comming- 
ling of various modes of industry -- agriculture, animal 
husbandry, handicrafts, and also the various arts and cultural 
AGeiVities. Particularly ts this. true of western’ ciyiliza- 
tion as we have known it in modern times. Great variety of 
occupation, great diversity of skill and knowledge, great 
specialization: these mark modern life. But they are charac- 
teristic not alone of modern society; they mark every con- 
Prooraple Civilization che worid has known. 
General observations concerning the body economic 

"In the first place, it is clear that the purpose of 
men's economic activities, whether they be simple or complex, 
ae LO sustagn life, "Abt bottom’ is the’ physical Lire? without 
which nothing higher is possible; and therefore a modicum of 


food and clothing and protection is imperative. Beyond this 


industry ministers in varying degrees to the intellectual, 
esthetic, and spiritual life; and there are no bounds to the 
demands which man makes upon industry in respect of these 
higher aspects of life. 

"Secondly one must give close and careful attention to 


the very obvious fact of the division of labour, and more 


especially to the implications thereof. The facts, indeed, 
are so commonplace that they do not sufficiently impress us. 
That the shoemaker should exchange an extra pair of shoes for 


the extra coat which the tailor has made; that the farmer 
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Should grow the wheat, the miller grind it, and the baker 
bake it; that the arctic sealer should exchange his catch 
for the fruits of the tropics; that, in short, each should 
confine his efforts mainly to specialized activities which 
either natural aptitude, training or outward conditions make 
relatively easy, and exchange his labour or its material 
products: for the labour or products of others who have 
specialized along other lines; -- all this seems so natural, 
SO proper, so inevitable, and so mutually helpful, that we 
hake 10 For granted, and rarely follow the process. to ate 
logical conclusions, And yet many of the implications of 
this world-wide practice are of profound importance and are 
little understood. 

"At the outset one may observe that the division of 
labour need not involve exchenge. A notable case is the 
family on the farm, where father plows and sows and reaps, 
mother cooks and washes and mends, Mary sweeps and dusts 
and makes the beds, Willie attends to the garden and the 
chickens, while Tommy looks after the cows. Each makes his 
or her distinct contribution to a common fund from which all 
draw more or less according to their individual needs. This 
manner of living and working can, of course, be extended more 
widely, and forms the basis of all communistic groups, A 
good modern example, in the world of literature, is Edward 
Bellamy's 'Looking Backwards'!, 

"Nevertheless historically exchange has generally 
followed upon the division of labour; and it is easy to see 
how this has come about, by reason of the relative difficulty 
of organizing upon a family basis over a large territory as 
compared with the relative ease of securing the advantages 


of the division of labour through exchange. Moreover, though 
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altruism is a dominating factor in family life, its extension 
far beyond the family awaits gradual development, mecting 
constantly, as it must, the innate egoism of human nature, 
Furthermore exchange is, at least in its essence, mutually 


beneficial, and to that extent it reconciles both egoism and 


— 


altruism. As the saying goes, 'it takes two to make a pargain, 
the inference being that no exchange takes place unless benefit 
is conrerred on both parties, 

"But here arise some very difficult and far-reaching 
questions. Granting that no exchange would take place without 
a mutuality of benefit, does equity require that there should 
be an equivalence of benefit on both sides? For example) t 
was customary for the early North American fur traders to ex- 
change coloured beads, knives, guns, trinkets of all sorts, 
and even whiskey, for pelts, Similar practices prevailed 
among the African ivory hunters, It might be claimed that 
the Indian preferred a few bits of coloured glass toa Super- 
fluous fox skin, and that such an exchange involved a mutuality 
of benefit. Similarly with the African natives: was not a 
bit of gaudy calico better than an elephant tusk? And what 
about the case of a desert traveller coming upon 2a fellow 
traveller dying of thirst and bargaining with him Por his 
gold watch, or a year's work, or perpetual servitude, ere 
giving him the life-saving drink of water? Mutuality of 
Service? Unquestionably. But what about equivalence? 

Shylock may bargain for his pound of flesh, and the bargain 
may be agreed to upon the basis of mutual service. And yet 


28 it not true that the principle of mutuality does not 
finally dispose of the matter, but that, however difficult 


of measurement, the principle of equivalence should not be 


disregarded? 
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"Caveat Emptor is a warning that has come down to us 
from the distant past; and apparently it is as necessary now- 
adays as formerly. .A few years ago Dr. Tory, then chief. of 
the National Research Council of Canada, submitted exhaustive 
evidence to the Royal Commission on Price Spreads dealing with 
a great variety of ways in which the modern consumer is im- 
posed on; and, indeed, much of the evidence submitted to the 
commission by others bore witness to the same imposition, 
Adulteration, short weight, misrepresentation -- all these 
persist; and to them the practice of exchange opens the door, 

Economic Theories 

"Hoeonomists have worked out very elaborate theories 
dealing with the adjustment of supply to demand through the 
mechanism of prices. The theory, apart from complications 
and modifications, is simple and fascinating. Consumer demand 
directs production. If shoes are scarce up goes the price; 
inereased labour and capital flow into the production of shoes, 
until the supply catches up with the demand, If people prefer 
pork to beef they will bid more for it than for the beef; 
and the stock raiser finds it more profitable to raise pigs 
than cattle, By their dollar votes, turned in over the 
counter, consumers elect what shall be produced, Nothing, 
apparently, could be simpler, more automatic, more admirable. 

"So, too, it is claimed that substantial justice is 
done, and that no one can be overcharged, when there 1s aReo 
competition between sellers and free competition between 
buyers. Why pay more to one seller when another offers the 
same goods for less? And no price can be less than the cost 
of production, or the producer will go out of business, How 


Simple and admirable it all seems! 


"But life is not quite so simple as this theory, Demand 
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must be effective in order to stimulate supply; and the 
unemployed industrial worker with no dollars in his pocket 
may have intense desire and need for many things but makes 
little impression on the market. Demand in one sense is 
insatiable, but unless it expresses itself in a form that 
makes an exchange possible it will be futile. Further, 
demand varies with the real need for the thing demanded, 

A man with a full stomach wants no more bread: more would 
only sicken him, But a starving man's need is intense and 
peremptory. Great disparity in personal need, together with 
disparity in the means of satisfying that need, introduce all 
sorts of complications, Wealth, in the sense of that which 
makes for welfare, implies not only an intrinsic quality in 
the thing possessed, but a corresponding capacity on the part 
of the possessing person, Possession is but nominal unless 
there be appropriation or use, in which matter, obviously, 
there is an infinite gradation, 

"Value in exchange, therefore, which is at the basis of 
price, may have much or may have little connection with value 
in use, though the latter, obviously, is of unique importance 
in the light of final human values, Even value in exchange, 
almost exclusively dealt with in economic theory, introduces 
a host of psychological and moral considerations with which 
the economist usually says he does not deal, 

"Again how can 'free competition! be maintained, so that 
‘rough justice' may follow? And may one expect even approx- 
imate justice where there is one buyer and many sellers or 
one seller and many buyers? Where there is one abattoir deal- 
ing with many thousands of farmers what may one expect of the 
bargains made? Modern industrial history is full of such 


cases, Moreover 'under-selling' may be made possible by 


adulteration, deception or by the exploitation of labour and 
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not through greater productive efficiency. Of this we have 
had multitudinous examples, from the terrible conditions 
which prevailed in British factories and mines during the 
first haif of the 19th century up to the present, 

"Cost of production is a very indefinable and variable 
quantity, dependent upon a great variety of factors; and all 
these introduce complications into the bald and simple theory. 
Not only are there the factors already mentioned; there are 
also those arising from what may be called industrial inertia 
or friction. Consider, for example, the very conspicuous 
modern case of the farmer faced with an appalling collapse 
in the price of farm products. What does he do; what must 
he do? If he would feed and clothe his family and meet his 
Obligations he must at least try to make good a price fall 
by increased productive effiviency. At a time when supply 
Should contract in accordance with a lessening demand, the 
farmer is under strong compulsion to produce more, And if, 
by reason of climatic vagaries or other uncontrollable cir- 
cumstances he does not succeed, he will, for a considerable 


time, e2ut down his standard of living, hoping that next year 


or the year after crops or prices may be better, Attachment 
to the land, also, where one has invested the thought and 


work of a lifetime; where, perchance, one's father and one's 


grandfather worked and died; the sacred memories and traditions 
centering in the old home -- all these hold the farmer to his 
land and his job. And what is 'cost of production’ under such 
circumstances? And what about the adjustment of supply to 
demand ? 

"Verily there are complications, sufficient, it would 
appear, seriously to affect the applicability, if not the 


validity, of the general theory. 
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"This general theory was probably first and best ex- 
pounded by the British economist, Adam Smith (1723-1790) in 
his great classic 'The Wealth of Nations', Smith owed much 
to the French physiocrats, among whom originated the doctrine 
of laissez-faire, The general economic philosophy expounded 
by Smith soon attained extraordinary popularity and commands 
the allegiance of a great many people even to this present 
day. ‘Smith persuaded his own generation and governed the 
next,!' say Professors Gide and Rist in their monumental 
'History eta csmente Doctrines!, 

"But history does not stand still: events move on. And, 
Singularly enough, this philosophy of Adam Smith had scarcely 
been formulated when the industrial revolution began, a 
revolution that, by adding to human strength those vast 
mechanical powers hitherto untapped by mankind, and proceeding 
with increasing momentum, has changed fundamentally the whole 
ecouomic pattern, The broad fact is that until this time 
there had been no material change in the economic pattern 
Since the dawn of history, even though some wonderful feats 
of engineering such as the building of the pyramids, had been 
accomplished. It had always been the age of handicraft. 


"It was not to be wondered at, therefore, if Smith's 


brilliant analysis of an economic pattern that had never 
materially changed, together with many of his conclusions, 

did not fit the new world of mechanical power that came into 
being after his death. Nor was it strange that human beings 
found it difficult to adjust their thinking and their behaviour 
with sufficient speed to the strange new world that was taking 
Shape about them. Some time lag in human thinking is inevit- 
able. And this time lag sets up terrific stresses in times of 


unusually rapid technological change. It is probably one of 


1 
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the tragic ironies of history that at such a time the influence 
of a great thinker should have added to the difficulties of 
adaptation, by dominating the thinking of those who succeeded 
him, At such times the world needs bold thinkers, who, either 
driven by desperate need or free from enslavement to popular 
traditions, venture into unknown territory along untrodden 
paths. And some of these bold thinkers there were, of whom 
the Rochdale Pioneers were by no means the least important, 
They pioneered with a new form of conscious cooperation, 

"That the Rochdale Pioneers were bold thinkers is borne 
out by the far-reaching plans they enunciated, Nevertheless 
it is doubtful if they realized how tremendous were the impli- 


Cations of their technique. Only the intervening yoars have 


‘shown how this technique is developing a new social economy 


without any sudden and catastrophic interference with an 
economy built upon the division of labour with exchange through 
a price system -- 4 new social economy using many of the tools 
and methods of the old economy, but directed towards wiping 
out the fearful evils which have resulted from the attempt to 
carry into this modern age of large scale industrialization 
the mottoes and methods suitable to an age of handicorarst, For, 
although many cooperators may not realise it, they are 
attempting to extend the ideals and relationships of the 
famiivy in, ever widening circles-to, mankind, generally; and to 
utilize all the advantages of the division of labour without 
the disadvantages which have accompanied the historic develop- 
ment of exchange, It is true that outside the historic nha 
operative movement, both before and after its inception, many 
attempts have been made to extend the family relationships to 
larger groups, but these have nearly all been based upon the 


monastic pattern, Such groups have cut themselves off from 
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the general body economic and have tried to build up little 
worlds of their own, Without disparaging any of these efforts 
history has given them scanty vindication. But cooperators 
have followed a different path. They ors uumiciae up a new 
economic System in the very midst of the old, and partaking 
mere or .dess of the Vapen aioe ons eof the old, They propose 
to take over gradually; and this they are doing, They have 
often been accused of committing the same sins that they con- 
demn in other forms of business; and there is a modicum of 
truth in this charge. But their objective is different: 
their faces are turned to the future; and if, meanwhile, they 
_will get along as best they can with people as they are and 
with business as it is, such conduct is no final proof that 
they are no different from others, Christians must live in 
the world (unless they become hermits) and share the world's 
Sin; but they need not be basically ‘of the world,! 

"There are some apparent exceptions to the general rule 
here stated, but they are 'the exceptions that prove the 
rule,' Cooperatives, like every other business, and especially 
in the early stages of their development, sometimes gt into 
financial difficulties, Sometimes they go into bankruptcy, 
sometimes they are sabotaged from within, Under such con- 
ditions they may disappear, or may be 'taken over! by 4 
private individual or a non-cooperative corporation, In this 
sense they may be said to be sold, In some few cases 4 cOo- 
operative which has allowed its non-member business to assume 

| large proportions has voluntarily transformed {tself gates 
non-cooperative, so that the earnings on non-member business 


may be more easily appropriated by the few who own and control, 


But, by and large, cooperatives are increasingly community 


institutdns; and if, in some cases, developments seem to be 


B35 
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in reverse it may be pointed out that democratic governments 
have been known to disappear, Democratic development in every 
Sphere is possible but is not guaranteed, 

"There is another consideration that shows how funda- 
mental is the difference between the cooperative economy and 
that typified by the joing stock company. Joint stock com- 
panies are pought and sold, like cattle or hogs, They may be 
'owned' by this group to-day and by that group to-morrow, 

But cooperatives are not bought and sold, They are community 
institutions, Cooperators would no more think of 'selling'! 
their cooperatives than they would of selling thele scnocis 
or their churches, They are truthfully ‘of the people, by 
the people and for the people,' In this sense they are not 
merely different 'forms of business organization! from that 
of the joint stock company: they are fundamentally of a dif- 
ferent Species, 

"AS has been already intimated in our introductory sub- 
mission cooperative development has been roughly contemporan- 
eous with the industrial revolution and with the development 
of the joint stock company; and cooperatives take on their 
Special significance as alternative forms of business organ- 
ization to the joint stock company. And there is no doubt 
that the general economic philosophy which originated with 

Adam Smith, further developed by the incorporation of the 

| Darwinian doctrine of 'the survival of the fittest,!' has been 
| used to buttress the structure and the practice of the joint 
stock company. Nor is it without great significance that 
during the early development of the cooperative movement 
writers and thinkers protested vehemently against the ethical 
and philosophic basis for what was then incipient capitalism. 


See, for example, Carlyle's 'Ppast and Present'). 
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Cooperatives and Social Science 

"It is difficult, however, to correctly appraise the 
emergence of the cooperative movement at a certain period of 
economic development, and its significance for the future, 
without a more complete examination of elemental forces and 
processes, 

"AS has been already intimated the general economic 
philosophy which flourished between 1750 and 1850 received 
unexpected support during the second half of the 19th centny 
from certain perversions of Darwin's doctrine of the survival 
of the fittest, Darwin's epoch-making book on Tne Or ed nepor 
Species' appeared in 1859, It met with a stormy reception 
but by the end of the century its main thesis wag pretty well 
conceded. Unfortunately, however, as so often happens, the 
brilliant generalizations of a great thinker were seized upon 
by those of limited intelligence and much distorted, In fact, 
So completely was Darwinism perverted and misapplied that we 
find General Bernhardi in 1913 ('Germany and the Next War') 
defending and glorifying war as a salutary method of natural 
soLeclion leading. to the survival of the fittest, There 1s 
little doubt that such teaching as Bernhardi's played no 
small part in bringing on the two frightful world wars, And, 
with respect to our industrial and commercial life, everyone 


ae ramiliar with ther cynical. ywse .of- the: phrase ‘Phe survival 
of the fittest,' when it seemed desirable to justify some 


particularly glaring case.of economic exploitation, There is, 


Sacoed, a2 very interesting parallel between the way in whien 


Darwin's theories have been seized upon by people of predatory 


disposition and the way in which the economic philosophy of 


Adam Smith was perverted by those of the same type. 


"It is notoriously difficult to catch up with a false 
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rumour and equally difficult to overtake a scientific error, 

But twenty years before Bernhardi issued his book Henry Drummond 
was delivering the Lowell lectures on the 'Ascent of Man,! 
Specifically challenging the statement, or assumption that the 
Struggle for existence was the only, or indeed the chief, 

factor in the evolution of life, Drummond pointed out that 

the struggle for the life of others was equally as important, 
and as ancient, as the struggle for life; and that both were 
indispensable factors in the course of organic evolution. He 
pointed out also that as one proceeds from the lower to the 
higher forms of life the struggle for the life of others, or 

the altruistic principle, becomes of relatively greater im- 
portance, so that, while the struggle for life never disappears, 
the plane on which it takes place shifts and it becomes, if one 
may use the term, less brutal. The ‘Ascent of Man! was 
probably the earliest, and completest, answer to popular 
perversions of Darwinism, But it did not stand alone: many 
other scientists and writers have shown how great a factor 

the principle of mutual aid has been during the course of 
organic evolution, 

"The struggle for the life of others arises from the fact 
and function of reproduction, Save as individual organisms 
protect and provide for their offspring the race dies out, and 
even the struggle for life disappears, A certain degree of 
altruism on the part of the individual is therefore necessary 
if the race is to survive; and as the scale of Tite is 
ascended, the relative importance of this altruism becomes 
greater and greater, culminating in the maternal love of the 
human mother, Involved are such virtues as sympathy, patience 


and tenderness, Mother love compels the respect and honour of 


all people, and often overflows the family circle in a stream 


' 
tl aes. 
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of never failing courtesy and kindness which is as the bene- 
diction of gentle rain upon the parched ground, Moreover, 
altruism becomes to some extent instinctive, and is inherited 
by both sexes, No summer passes but that men jump into the 
water to save fellow humans from drowning, even strangers, 
risking, and sometimes losing, life, with no thought of self. 
The mother ‘dies daily! for her children, and all life is a 
continual sacrifice, 

“In the human family, that earliest and most fundamental 
of all social institutions, the altruistic principle of mutual 
aid finds scope for extended development, and it is not with- 
out good reason that all other social groups are largely 
modelled on this primary one. Nor is it without vital Sig- 
nificance that the religion of love draws its illustrations 
from the same source, 

"It is important to note that in every living thing there 
are always these two struggles - the struggle for life and the 


struggle for the life of others, 'The web of life,' as 


Drummond says, 'is woven upon a double set of threads, the 
Soon Liread distinc in colour Prom the first, and eivine 
a totally different pattern to the finished fabric.! To say 
boeu.'self-preservation isthe first law of nature! 15 to 
Stace, Only halt the, truth: 10,18 equally, true that 'self- 


S2ocpitite 18 the Tirst daw ior nature,’ . Not one of us) would 

be what he is, not one would even have the opportunity to 

exert 'self-preserving! activities were itnot for the 

sacrifices of those who have gone before, And this is true 

Bou only of the family according to the flesh, but also of 

those larger human families which are according to the spirit. 
"Tt should be noted also that in respect to many of 


life's activities egoism and altruism coincide, or at least 
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do not conflict. All egoistic impulses do not lead to 
anti-social conduct. The farmer who finds satisfaction in 
plowing a straight furrow or developing high quality live 
stock; the musician whose soul overflows in the melody from 
his instrument; the bricklayer who prides himself on the 
soundness and accuracy of his workmanship; all craftsmen and 
artists find self-expression in that which helps, and does 
not harm, others, If the joy of self-expression in creative 
work be egoistic, it may also be altruistic. In fact there 
are different ‘selfs! in everyone, and self-realization ma y 
mean a rough and callous disregard of others! interests OK, 
on the contrary, the utmost consideration for the rights and 
welfare of one's fellows, Self-expression in ways that help 
is, indeed, altruism; though, when viewed from a different 
foeLe, 1G Seems egoisn, This is:4 case of the eeneral social 
law that 'socialization and individualization are the two sides 
Clea single process, '* 
meee ‘Community' by R, M. Macivor, Book TIT, Chaps LIL. 
"Egoism corresponds to the principle and practice of con~ 
petition, altruism corresponds to the principle and practice 
of cooperation, Every organism higher than the unicellular 
comes into being becaus of the cooperation of cell with cal 
and tissue with tissue, Every individual outside an extremely 
limited sphere comes into existence through the cooperation 
of male and female. Plants depend upon insects to bring 
about fertilization and often upon other animals to distribute 
their seeds, Animals depend upon plants for their sustenance. 
The ruminants and other gregarious animals cooperate in herds 
or troops for mutual aid, as does also man in families, 
tribes and nations, Through division of labour and exchange 


man also works out very effective cooperation in the economic 
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Sphere. 

"But competition remains, and without it there can be 
no victory, there can be no ‘survival of the fittest.! Where 
the competition is between individuals those who are stronger, 
or abler or who can best adapt themselves to their environ- 
ment survive, the others lose out in the race, Where the com- 
petition is between groups the same holds true of the group 
as of the individual. But in this case effective cooperation 
within the group brings group strength, so that the ability 
to cooperate is made the condition of survival, There is at 
least so much truth in Bernhardi's defence of war, that it 
may sometimes lead to the survival of those who cooperate 
most effectively. Unfortunately for Bernhardi's case there 
are many other factors which affect the arbitrament of war, 
and it is only under special circumstances that moral 
qualities determine military strength and become decisive 
factors, In the case of international competition there are 
also many other things beside military prowess which may 
affect survival, as, for example, greater fecundity. When 
it comes to competition in the field of industry and commerce 
the situation is extremely complex. But nevertheless the 
principle remains: some kind of competition is necessary to 
tip the scales and give the victory to those who have demon- 
Strated their superiority. 

"These two principles, then, remain: the twin streams 
of egoism and altruism running through all life and history, 
acting and reacting upon one another in most wonderful ways. 
And the whole course of organic evolution has but one lesson, 
namely, that the struggle for life eventually merges with, 


loses itself in, or is swallowed up by, the struggle for the 


‘life of others, Its eternal purpose having been served it 
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fades to negligible proportions, 
Social Evolution 

"And note again, that the same forces carry on into 
human society and human history, The fading out of brutal 
competition between the members of a human family -- the 
end product of organic evolution -- does not immediately 
follow in the relationships between different families (or 
tribes, or nations)... It takes time and often bitter exper- 
lence to show people that the interests of the individual 
family (or tribe or nation) are best served not by inter- 
family conflict but by inter-family cooperation. Human 
beings are learning some pretty painful lessons in this 
connection during these fateful days in respect of inter- 
national relations. Nevertheless the lessons of biology are 
the same as those of sociology, because all life is of a 
piece. And the problems of society are all tied up in the 
reconciliation and identification and realization of con- 
flicting group interests in the larger interests of the 
larger group. The end product of biclogical evolution, the 
human family, is the starting point for social evolution, and 
is surely the forerunner and the type of that end product of 
social evolution, the family of all nations, races, and 
tongues, towards Sat sak creation is now painfully strug- 
gling. 

"The cooperative movement, we submit, has a definite 
role to play in this process, It is firmly based upon the 
Pinaland supreme law of life, the struggle for the life of 
others, And it is explicitly committed to extend the ideatrs 
= relationships manifested within the human family to those 
wider relationships between families, where so often in the 


past the spirit and practice of conflict has prevailed, In 
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the evolution of the ‘body politic’ a large degree of recon- 
ciliation and integration of conflicting family interests 

has been secured in that larger family the Nation, But this 
process of reconciliation and integration lags in the 'body 
economic,’ and, 48 a consequence, modern society is torn with 
strife between various industrial groups. The so-called in- 
evitable and automatic harmony which many people read into 
the teachings .of Adam Smith has been tragically dislocated 

by the developments of the industrial revolution; and it has 
needed not only basic cooperative philosophy but also co- 
operative technique, to show how unity and harmony may be 
restored in the modern welter of conflicting economic groups. 
It is on the universal basis of consumer need that the co- 
operator proposes to integrate economic society, and to which 
all organized functional groups shall be subordinate, The 
cooperator does not deny the potential harmony and co- 
operation arising from the division of labour. He accepts 

it and realizes it through a new technique; he makes the 
potential actual in the only way it can be realized under 
modern conditions. 

"The subordination of various functional groups to an 
all-inclusive consumer group does not mean that the former 
aye less important in the development of society, All it 
means is that because industrial function divides society 
into a great many groups, whereas basic consumer need unites 
society into one group, the lesser groups are subordinate to 
the larger. The coordination of producer and consumer types 
Of @ooperatives 138 4 fairly big question by itself. and cannot 
be discussed here, 

"Moreover, to all who profess allegiance to the Christian 


religion, comes further support for cooperative philosophy and 
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practice in the bidding of the Master to love our neighbours 
as ourselves, And where is the law of- love and mutual help- 
fulness, of interdependence and solidarity more fittingly 
expressed than in the world-wide cooperative motto, 'Each 
for all and all for each,'! 

"And so from all quarters -- from history, from science 
and from religion -- comes evidence that the Golden Rule is 
not primarily a counsel of perfection, but the great law of 
life, without obedience to which man cannot enjoy the bless-— . 
ings of prosperity and peace, 

"In such a setting the cooperative movement takes on.a 
unique significance at this crisis in the wortd+s-history.." 

BY MR, PARKER: 

Q. Now, Mr. Good, you have just produced your recom- 
mendations, First I want to know when they were finally com- 
pleted and how long they have been ready, I.am not offering 
that by way of criticism because they have not been produced 


before. A. I wonder if you would let me deal -- 


Q. Would you just answer that. When were they finally 
completed enadull re dabpyeyourso bts how woncracc? A, Not 
very many days ago. 

Q. How many? Ao ime cebhves dayateco, 

Q. These recommendations have the approval of what 
body of men or what associations? They will be given care- 
ful consideration, and I want the Commission to have a clear 


idea of what body of opinion backs up these specific recom- 


™| 


mendations, You tell us, in your own words? Ae Ehewe 
arise directly from a meeting which was held here on 
April 20 and 21, which was attended by some forty represen- 


tatives of the Canadian cooperatives, representing.all the 
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provinces of Canada except Prince Edward Island. As far as 
I know these representations express the unanimous opinion 
of those who were in attendance, 

We.) OF those Torty or so? he) Vos, 

Q. Were they finalized and submitted in this form to 
those forty? ey lie 

Q. In what form were they approved? ‘A, The final 
form was determined by a committee, 

Q. A committee of how many? A. A committee which 
was set up; a committee of ten set up at the meeting, 

We hh SOrG of subcommittes' of this forty? As Yas. 

It was found impossible to come to a conclusion on all the 
matters at the meeting, and it was left in the hands of the 
committee, 

Q. The committee of ten? A ere 

Q. What ten? A, Do you mean the names? 

a Yes? A, Well, I do not know that I remember them 
Provoke, there were The five solicitors, 

Q. If you remember some of them tell us, please, 
Beers.)  1nere was Mo, Francis, Mr, Midiiven,, Mie rorten, 
Pee ee ea Mr. A. B. MacDonald, myself, Mr. Savage of 
Toronto, representing the Ontario Co-operative Union; 

Mr, Bussiere, secretary of the Superior Council of Quebec. 

Q. That is eight, I believe, Who were the other two? 
&, Ido not recall at the moment. 

Q. Mr. MacDonald reminds me that there were eight? 

A, It may be that ten were mentioned and two did not function. 

Q. Those were the people who finally put their O,K. on 
it? A. Yes. I may say it was submitted a little outside 
that group, to any who could be consulted here, who were here 


in Ottawa; but the big group had left. 
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BY MR. VAUGHAN: 
Q. Mr, Scarth from Manitoba? Ps o VSS ycds DOE Our 
pardon; he was there too, 
BY MR, PARKER: 
Q. He has seen these in their present form and approved 
them? A, Yes. I omitted his name by inadvertence, 
Q. And do I understand the representatives of the United 
Grain Growers -- 


MR, STEER: No, we had nothing to do with it from beginning 


Tin OTC. 
MR, PARKER: You do not take any credit for it? 


MR, STEER: None whatever, We have enough trouble of 


MR, PARKER: Then will you read the recommendations? 

MR. FILLMORE: We have seen them, 

MR. PARKER: The Commissioners have not, and I think it 
is best to have an appreciation of them, It will take only a 
few minutes, 

MR, FILLMORE: We do not propose to deal with them now, 
We will put in a written argument and not take up any more 
time, as far as I am concerned. 

MR, PARKER: I have not had time to read them myself, 
and I am not sure whether or not I want to ask any questions, 
By the time they are read I will know, 

THE WITNESS: 


"The recommendations fall under two headings: . 
"(1) The present position of cooperatives referred to 


in clause (a) of the terms of reference. 
"(2) Amendment of laws in the public interest, 
(1) Present Position 


"The Commission is required under clause (a) of the 
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WB Sipe Mr. Good 
terms of reference to report on the present position of co- 
Operatives, and in this regard a specific recommendation is 
made as follows, 

"The interpretation of the law has led to great un- 
certainty as to its application to the tax liability of co- 
operatives, The administration has been such that cooperatives 
have been led to believe that their income was not Subject to 
taxation, Cooperatives have complied with the SLOG hr enoy 
the letter of the law. 

"It is therefore recommended that. no cooperatives which 
have not been assessed, should be assessed retroactively, and 
that present assessments of cooperatives be cancelled, if 
enay Nave Tulfiided thevantenttonof the law, 


(2) Amendment of Laws in the Public Interest 


"We Submit that the income of a cooperative defined as 
follows should not be taxable, 

'A cooperative is -- 

tl, An association of individuals incorporated or unin- 
corporated, with or without share capital, who are united 
to satisfy their needs as producers or consumers and which 
for that purpose engages in any enterprises or performs any 
Services for its members, which association: 

'(a) is controlled by lts members, directly or indir- 

ectly, on the basis of one member, one vote; 

Sori tt 48 incorporated with share capital, restricts 

the rate of interest thereon to not more than 6 per 

cent per annum,'!" 

I am bound to make some explanation about that figure 


6 per cent. Owing to the variation of interest rates between 
one time and another and one place and another, the exact 


figure here is immaterial to the recommendation, The maximum 
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percentage allowed under provincial law VEPie8 » but. Wt. bs 
usually larger than this, So I would have you understand 
that this particular figure of 6 per cent is a matter which 
does not involve any question of principle: 

"'(c) Provides service at cost for its members, and in 

so doing, periodically pays or allocates for payment to 

its members approximately in proportion to the patronage 
contributed by each, all moneys remaining in its hands 
after payment of all costs, expenses, interest, if any; 
to shareholders or upon member owned capital employed 

in the business, and after deducting any patronage re- 

turns paid or allocated to non-members, and after pro- 
viding for necessary reserves. Patronage returns to 
non-members may be paid or allocated at a lower rate 
than to members, 
peor bl An association incorporated or unincorporated, with 
or without share capital, formed for the purpose of furthering 
the objects of cooperatives as above defined, which: 
'(a) is controlled by cooperatives, or | 
'(b) operates as an agent for cooperatives, 
and 

'(c) complies with the provisions set forth in sub- 

paragraphs 1(b) and 1(c) above,! 

"With reference to the above definition the following 
proposals for amending legislation are made," 

It is not very clear just what we have in mind there. 
Mhere are a number of questions that will arise in connection 
with any proposed changes in the Act, and one of them has to 
do with non-member business. We have not included that and 


could not include it in the definition, but it must be borne 


in mind in connection with amending legislation. Now here 
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are the three riders or a short addendum which has reference 
to any amending legislation which may be thought desirable. 

"1, If an association does more than 50 per cent of the 
total volume of its business with non-members, it shall not 
be deemed to be a cooperative, 

"2. If a cooperative does business with non-members in 
excess of 20 per cent of its total volume it shall not be ex- 
empt from income tax in respect of income derived from such 
excess," 

May I make a brief comment on that 20 per cent, We are 
not basing that figure on any principle, purely on the basis 
that it was taken by Mr. Dunning when the Act was passed in 
1930, as a matter of convenience in calculation, in order to 
avoid administrative difficulties, and things of that sort, 
and the difficulty about calculating the earnings on non- 
member business, I say the principle is admitted of the tax- 
ability of earnings on non-member business, but it is Suggested 
that the 20 per cent line of demareation, which has been in 
section 4(p) since 1930 -- 

BY MR, VAUGHAN; 

Q. That is not intended as it taf weteton, is it?. That 
is 20 per cent of the total volume? f A, That has always 
complicated the calculation. We suggest this other, for con- 
veniences in calculation. I am trying to make clear the basis 
on which the recommendation is made, 


"3, The investment income of a cooperative arising from 
the investment of its necessary reserves or allocated returns 
shall be exempt.” 

May I say, Mr, Chairmen, in connection with these recom- 
mendations, that the argument in support of them will be given 


by our counsel; and the counsel who were appointed as a 
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committee at the Winnipeg meeting in January are as follows: 
Messrs. Francis, Milliken, Porter, Scarth and Beauregard, and 
I also want to say that while a number of these recommendations 
are,applicable to credit unions, the case of the credit unions 
is being presented or has been presented very largely under 
provincial auspices, and I understand will be dealt with by 
me, Hudon, I think... I am not just sure who witl argue the 
case, with Mr, Francis; but I just wanted to explain that we 
are not overlooking the credit unions, There may be certain 
special representations regarding credit unions, but I am not 
just sure what they may be. Perhaps Mr. Francis will say just 
what the arrangement is, 

MR, FRANCIS: It has not been definitely pees en) but 
the recommendations are contained in the provincial Submissions, 


and they will be dealt with. No further recommendations will 


be made, I think. They are contained in the provincial sub- 


missions, 


(Page 7740 follows) 
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MR. PARKER: JI have just one or two very short questions, 
to help us understand this. 

Qe I notice, Mr. Good, that in the introductory part 
you say? 

"The interpretation of the law has led to great 
uncertainty as to its application to the tax liability 
of cooperatives. The administration has been such 
that cooperatives have been led to believe that their 
income was not subject to taxation." eae 

“At this stage, and notwithstanding all we have heard, do 

we understand that to mean that it is recognized that the 
cooperatives do have income? Is that what we are to under- 
stand? A. No, that is not implied in this statement. 

Q. Then what does "income" mean there? A. Perhaps 
it should have been put in other language. 

Qe That’ is’ just what IT am afraid of; We have been 
waiting for this for so long I thought surely, with all the 
discussion we have had about income, we would have been 
pretty clear about that. That is not to be taken as an 
admission that the cooperatives have any income at all? 

A, Here is what I mean, Mr.e Parker. You take the 
accounting system of a cooperative, and you will find in 
most cases there is what you might call a net surplus for 
distribution. That is what is meant by this’ 

| Ca.deld Len 6 Then at the bottom of the pags, under 
(a) you deal with Something that has given me a great deal 
Of trouble; that is, the control on the basis of one member, 
one votee We are talking about the same old problem 
we had this morning. Are we to interpret this to mean 
that the’ one member, one-vote method is complied with through 


this delegate system-- . A. Where it is not feasible-- 
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Q» Wait until you get the question, please. Do we 
understand that this is to be read as though the cooperatives 
which function under the delegate System, such as I pointed 
out to you this morning, where different delegates represent 
different numbers of individuals, that that is a complianee 
with this type of cooperative you suggest here? Is that 
what we are to take from it? A. Well, generally speaking 
the first part of this paragraph 1 refers to smaller cooper- 
atives. 

Qe Why can we not stick to the point? I am merely trying 
to call your attention now to the fourth line from the 
bottom, giving the definition of a cooperative. You say 
it is one that -- 

"(a) is controlled by its members, directly 

or indirectly, on the basis of one member, one vote." 
Do we understand that this recommendation is made on the basis 
that the delegates representing a variable number of individ- 
ual members -- that this type of voting comes within your 
definition? 

THE CHAIRMAN: The word "indirectly" is obviously design- 
edvfor that) purpose ,. I 'should think, 

MR. FRANCIS: That is the whole point. 

BY THE CHAIRMAN: 

Q- What do you mean by “indirectly”, Mr. Good? 
A. This question of democratic control in the delegate 
system is a very complicated one, 

Q- Yes, but what does"indirectly" mean? A. It means 
through delegates. 

Qe Would you mean by proxy? Ae Oh, no. 

QeThat is indirect? Ase NOe 

QeThen what does it mean? It means delegates? 


Ae Yes. Certainly proxy voting -- well, there are different 
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kinds of proxy voting, but unlimited proxy voting is debarred. 
BY MR. ARNASON: 
Q. You mean by delegates, in this recommendation? 
fie YO@Se 
BY MR, PARKER: 
Q» You say: 
"We submit that the income of a cooperative defined 
as follows should not be taxable," 
Then you go on and say what a cooperative is. Then we have 
a definition in the alternative. Lu is’either thet) tring 
described in paragraph 1, or it is that thing described 
in paragraph ¢2. We have an alternative definition of a 
cooperative; “is that what it: amounts to? Or are there to 
be two kinds? A. No. The reference is to federations 
of cooperatives and the larger groups of subsidiaries. 
I would say, generally speaking, paragraph 2 included 
federations and subsidiaries. 
Q- That is what that is intended for? A. Yes, that 
is what it is intended to*sover. 
Qe And I take it in your specific amendments that the 


fifty per cent has been modelled after the American system. 


Is that where you got that idea? A. Perhaps, to some 
extent. 

Qe Just how did you arrive at that figure? As» Ido 
not know. It seemed a fair thinge : There has been a 


great deal of discussion as to where we should make the 
cut-off line. 

Qe All right; I was just wondering if perhaps that is 
where it came from. You have already explained why 
you would take twenty per cent of the total volume af 
business rather than twenty per cent of the members! busi- 


ness? Ae Yes, 
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BY THE CHAIRMAN: 

Q. I take it that the payment or allocation would be 
dealt with on the same basis? A With the understanding 
that it is reported, if it is taxable income in the hands 
of the individual. Our information was that the present 
Lew Tenuiress that but thet) is fundamental understanding. 

Qe But you say, "periodically pays arte geet So 
there is’ no distinction? A. We see no distinction in practice 
providing it is reported, 

Q- Is there any distinction in principle? You say, 
fam eractice™ ? A. No. When I refer to the practice, 
wne ditricultyvarises.from theifact += 

Qe I know the difficulty; I know why allocation is 
resorted to, but I say is there no distinction to be made 
between payment and allocation? Ae We make none in 
principle. 

BY MR. NADEAU: 

Qe Do mutual insurance companies come under the scope 
these limitations? A. There were no representatives 
of mutual insurance companies present, as far as I recollect. 

BY MR. PARKER: 

Qe They are not members of your union, are they? 

A. No. Some of them, I think, have collaborated provin- 
cially, but they are not yet in the National Union. 

Q. This has not been submitted to them? fy NG, 

BY MR. ARNASON: 

Q. Mr. Good, in connection with paragraph 2 on page 2, 
you say in clause (a) -- "is controlled by cooperatives." 

Do you mean subsidiaries? A. That might be a subsidiary 
controlled by cooperatives. | 

Qe I assume that is what you mean. A. It might be 


a federation, 
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Q. But suppose it is a subsidiary. Are we to under- 
stand that if a cooperative has a subsidiary which is 
controlled by the coeperative, that the subsidiary itself 
Should also comply with the provisions set forth in your 
recommendations; in other words, that the subsidiary should 
also be organized and operate on a cooperative basis? 

Ae I would say so. 

BY MR. VAUGHAN: 

Q@. At the top of page 8, in the first paragraph, you 


use the word "necessary" in connection with reserves? 


Q. Would you make any comments as to what the committee 
had in mind in the use of the word “necessary" there? 

MR. PARKER: Perhaps we could put it in this way; 
as to who is to be the judge as to whether they are nec- 
essary or note. Is that what you mean? 

BY THE CHATRMAN: 

Qs Are those statutory or discretionary reserves, 
When you Teter to them as necessary? 

A.We found it impossible to get a formula which could 
apply to all the different types of cooperatives; and 
the way it is now, it is at the discretion of the minister 
in the matter of negotiation between the minister and 
the organization. 

BY MR. ARNASON: 

i, Frernaps I can help yous | Do you think the word 
"necessary" there connotes reserves designed te guard 
against the impairment of capital only? Is that one 
method of ascertaining it? A. Yes, I would say that 
was the general idea. It would not apply to new 
operating capital, you see; that could not come under it. 

BY MR. VAUGHAN: 


Q. Would those necessary reserves have any relation 
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to the allocations meNSioned above, or are those reserves 
which have just been retained in the cooperative? 
Ae Well, our opinion was that in respect to a particular 
cooperative, there is a reserve which is necessary for the 
continuity of the enterprise, for stability against disaster. 

Qe That really has no connection with the allocation 
mentioned above? As NO, TL do. not think, sos 

Qe In that same paragraph you say: 

"Patronage returns to non-members may be paid 

or allocated at a lower rate than to members," 
What happens to that difference? Does that go to the members, 
Or where docs 10-20; and is 16 taxable? A. Nell, that is 
a question that is very difficult to. answer. ‘The’ patronage 
returns under provincial law are to some extent mandatory; 
they must be at the same ratefndsome of the provinces allow 
different rates. I would not prepared to state my opinion 
on that point. 

Q. Then going back to the first page you say in 
paragraph 1 that a cooperative is -- 

tAn association of individuals incorporated 

or unincorporated, with or without share capital, 

who are united to satisfy their needs as producers 

or consumers and which for that purpose engages 

in any enterprises or performs any services 

for its members." 
As I read it, this is just confined to the satisfying of 
their needs. Supposing the cooperatives go beyond that; 
what happens? Are they not qualified as cooperatives, 
or what? A. I think that is the fundamental pufpose 
Of the cooperative; to satisfy their needs either ag 
producers or as consumers; and I cannot envisage any going 
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Q. Of course needs might be just enough to provide the 
necessary living, and the cooperative might go far beyond 
that into the manufacturing and processing, and it might make 
considerable profit or saving which would be over and above 
the actual needs. 

A. You are not making a distinction between material 
needs and other needs, are you? 

G2 Ali iam Pererrine to is material needs? A. There 
is no intention of Jimfting this to material needs, food 
and clothing and things like that. There may be other needs 
which could be legitimately satisfied. 

BY THE CHAIRMAN: 

Q. Business needs? A, Yes, and spiritual needs, 
recreational needs. 

BY MR. VAUGHAN: 

Qe No, I was not attempting to place any limitation 
there; but it is quite conceivable that in time, through \the 
manufacturing and processing that may be done by a cooper- 
ative, they would make profits something like the corporations 
make to-day, and those profits will provide an income over 
and above what might be considered actual needs? 

A. Well, putting it in a general way, we have no desire 
to suggest, and do not suggest, that cooperatives which 
partake of the usual practices of the joint stock corpor- 
ation, in making certain returns from business with outsiders-- 
we think they would be excluded. 

Q. This limitation to engage in business to sat iene 
the actual needs of the members --. 

BY MRe PARKER: 

Q. Perhaps that was used in contra-distinction to 


"wants"; would that be it? Ae No, not wholly, because 
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after all 4f you were to try to aistinguish petween a need 
and a want it would be very aifficult. 

MR VAUGHAN: That is what 1 d° not understand. 

BY THE CHAIRMAN + 

Qe Then T take 4% this ss really the result; that you 
are satisfied with the present conditim and the practice 
anaer the Law; and you want the commission just to put mor @ 
teeth into A eae that condition will be maintaines- That 
is right ; 49 it? Tara at: present practices, do you mean? 

Qe Te practive of not taxing the cooperatives = You 
are satisfied with thats provided we make st clearer under 
the law that that sg the cases That is your recommenda ti 
in brief? free Wen Ve ae organizations can conform 
40 those principles» we think they nave no taxable jncomce . 

Oaare know that. You are satisfied with the law as age 
iS, provided st is made more clears art accordance? with the 
practices That is really what you gay in these recommend= 
ations » pecaus¢ there 1s not 4 concession made here tO 
y our so-called competitors» not one, Tron os teeta 
1ncome- you make no os once sions? A. Wells that rails 


the question ag to whether OF not oul compe titors have 2 


erievanc’s 


THE CHATRMAN: We will not discuss that now. 

BY MR. ARNASON: 

Qe Just following that alongs alittle further y you 
use the wor a “members”? Ay SOS 4 

Q. Just in connection with what the chairman asked 
you about the olarification of existing vegisiabion, + 
y our i, dea that there should be some gefinition of what 
constitutes q member? A-Well, 1 personally think t 
should b&, pecause We have been in aifficulties about 
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competent to set out some sort of qualification for member- 
ship. 

Qe I take it that is one of the implied recommendations? 
A. Well, we have not set out any description of what 
constitutes a member, but certainly if you talk about 
member business and non-member business you have to have 
some qualification. We have not made any recommendation 
about qualifications for membership. 

BY MR. NADEAU: 

Q.- I think your definition, that you are proposing, 
of a cooperative should apply not only to the farmers: 
cooperatives but to any kind of cooperative whatsoever? 

Be Qube “soy ‘sary 

BY MR. VAUGIAN: 

We Jn the second to last paragraph on page 2 you 
make a recommendation which I should like to mention, I 
Will read the paragraph; 

"If a cooperative does business with non- 
members in excess of 20 per cent of the total volume 
it shall not be exempt from income tax -- " 

Tiris 28 the part. 
"in respect of income derived from such excess." 
A, Yess 

Qe As the law is now, if more. than-20-per~cent™of 
the business is done with non-members, the cooperative 
is disqualified altogether? Ase YeSe 

Qe According to this wording it would be dis- 
qualified only as far as that excess business would go?. 

A, That is right. The present section, 4(p) draws 
the line in this way. If the cooperative is within the 
20 per cent exemption, they are completely exempt on 


everything. If they are over that, they are taxable 
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on everything. We have suggested a change here. If they 
are below 50 per cent of member business, then they are oute 
If they are between 50 per cent and 20 per cent, they are 
taxable on that excess between 20 per cent and 50 per oent. 
Over the 20 per cent they are taxable in theory, but whether 
it is worth while is a question into which so many factors 
enter that I raise it not as a principle but in the matter 
Of calculation. 

Qe That varies guite a bit from the present provisions? 
Ae Goh it changes the basis. 

MR. FILLMORE: I do not want to take up time to deal 
with these recommendations now. Nor do I want to take up 
time to get the names of the cooperators who were present 
Svibieb meeting ini hpril, Buy 1 respectfully suggest that 
the names of the organizations which were represented at 
that meeting should be filed as part of the public record. 
In the second place, I understand from the questions which 
have been already asked and answered that these reoommendations 
are the recoumendations of this sub-committee of eight or ten, 
and that they have not been passed back to or approved by 

any. body of cooperatives. 

MR. PARKER: I think perhaps Mre Francis will undertake 
eo Sve us a list of the names, 

BY MR. VAUGHAN: 

Q. There is one very important Question, I think} at 
which we aie not eee ee If this cooperative business 
ieee until, we will say, it amounts to 50 per cent of 
the total volume of the country, naturally the tax liability 
is going to go down very definitely. The business of thee 
private enterprises will be less, and the business of the | 


cooperative will be more. . When that time comes, what have 
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you in mind with regard to raising the necessary revenue for 
the national treasury? Ae You mean if the corporation 
income tax should fail? 

Qe No, I mean if the business changes over from the 
peesent type, call it the ordinary business, to cooperative 
business. The ordinary business will not be there to tax, 
If the cooperatives are exempt, then there is going to be 
a great shortage in the national revenue, and how will that | 


be made up? A. That is 


very difficult to answer, It is 
very hard to make any genéral pronoun ER od 6 of 
taxation. I have my own opinions, but I do not want to 
put them forward, in regard to the general basis of taxation. 
I do not think it is pertinent to the present inquiry, although 
ft would be prepared to do so if it ware any use. I think 
| you are quite right in saying that the basis for the taxation 
of corporate income would, to some extent, shrink under the 
| Situation as you present it. 

Qe Is it not quite obvious that when that time comes, 
cooperatives would have to be taxed? A. Oh, certainly 
there would have to be some other System of taxation, I pre- 
SUME « This whole question of taxation has to be faced some 
time or other. 

Q. You have no particular method in mina? A,Well, 
peronally I have, but our cooperative movement has not gone 
into that matter. We have not faced the whole question 
of the incidence of taxation which might eventually be tied 
up with this thing; but we do not regard the eventualities, 
as you picture them, as being in the near future. A great 
many things may happen before the cooperatives have any 
large percentage of Canadian businesse As yet they have 


not; they have a very small percentage of the Canadian business, 
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Qe The time when they may have 50 per centiier AGCis 
perhaps somewhat distant, but at the rate the cooperatives 
are growing they will increase -- Ae You mean of the 
total Canadian business? 

Q.- I think they are bound to increase, probably more 
than the business of the corporations will. Ae l WiSh 
I were that sanguine. I am not looking for anything like 
that at all. 

Qe You do not think they will increase more than the 
business of the corporations? A. That within the fore- 
seeable future, in a short time the total business should 
Swing over from ordinary joint stock corporations to cooper- 
atives, to the extent that one would have 50 per cent of the 
total? -No. 

BY MR. ARNASON: 

Qe Can you visualize any large scale development of 
cooperation in the foreseeable future, Mr. Good? A. Not 
suddenly, I look to see a slow development in certain areas. 
For instance, in connection with some of.our rural areas, 


I can foresee a fairly steady development in those areas, 


But if you take things that occupy our big cities at the prese~ : 


ent time, I cannot see that we are going to get a foothold 
there for a long, long time. In fact it may be that it would 
be policy on the part of the cooperatives that have the 
distributive machinery to make a deal with the manufacturing 
enterprises set up on the joint stock basis. In fact that 
has been under consideration already. Then you would have 
what we may call a a mutually beneficial tie-up between the 
Joint stock company and the cooperative. 
BY MR « ARNASON: 
Q. Just one more question in connection with this second 


to last paragraph on page é, referring to non-member business. 
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Do I understand you to say that it was the opinion of your 
committee that this figure which you Barat here might be 
put forward on the basis of something that was administrat- 
ively possible? ie 2eS, thas, 1s ats We are not basing 
it on principle. I think I stated quite distinctly that 
when the bill was under consideration in 1930 Mr. Dunning 
Stated the reasons for this 20 per cent, which I think was 
taken from the United States, although I am not sure about 
that. I know the reasons were apparent in the debate in 
the House, and they were reasona of expediency, as to 
whether or not it was worth while bothering, because there 
is a great deal of difficulty about calculations, 

Q.- I understand you to suggest, then, that this does 
not imply any approval of the idea that any non-member 
business should necessarily be exempt? Ae Oh, no. 

I think there is general admission that any earnings on 
non-member business falls into the categoryof the businéss 
of the ordinary joint stock company, and is taxable. 

| MRe STEER: If you will indulge me for one or two 
questions, sir? 

JHE CHAIRMAN: Very well. 

BY MR. STEER: 

Q- I refer to page 1 of your recommendations, where 
i reads 

"(b) if it is incorporated with share capital, 
restricts the rate of interest thereon to not more 
than six per cent per annum," 

That is-on the share capital? A. Yes. 
Q. That interest is usually called a dividend? 
A. Yes, it iS sometimes called a dividend. 
Qe And you make no distinction between interest 


and dividend? A. Not heree Noe 
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Qe And the same applies to page 2, in line 6, where you 
says 
n—— after payment of all’ costs, expenses, interest, 
if any, to shareholders --" 
Normally we would speak of dividends to shareholders? 
A. Yes. 
Q. There is no distinction? Ae There is no distinc- 
tion. We look at it as interest. 

BY MR. PARKER: 

Q. There was one question I asked previously, Mr. Good, 
wiich wes deferred, to this times <1 welieves I am not quite 
sure that I recall exactly the form in which the question 
was put; it is in my mind, but I was asking you whether 
you agreed with the suggestion that had been put forward 
in certain centres that, assuming cooperatives were taxable, 
had income that was taxable,you felt that because of their 
social and educational and cultural influences, which they 
exercised in the community in which they functioned, that 
would be a ground for seeking statutory exemption for that 
income. I think that was one of the questions I asked. 
Would you care to express your views on that? 

Ae I think I stated this morning that I thought a very 
good argument could be built up for special treatment of 
s00peratives by the state, but we are not taking that 
position.. 

Q. Then you do not agree with those cooperatives 
who expressed themselves along that line before this 
commission? A. I think there is a good deal to be said 
in favour of that, but the cooperative movement -- 

BY THE CHAIRMAN: 

Q. You are not taking that stand, so I do not see 


that we need go go into it. 
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Ae No, we are not, 

Q. That is, the arguments along that line are not 
exactly relevant to your contention? Ae Not as far 
as these recommendations are concerned. 

MRe PARKER: There may nee been another question, 
but for the moment it slips my mind. 

MR. FILLMORE: Will thet list be filed? 

MR. FRANCIS: I should be very glad to: fle 16% 

IT understand it is the April meeting to which my learned 
friend refers? 

MR.»PARKER: Attended by representatives of some forty 
organizations. 

MR. FRANCIS: And my learned friend wants the names 
of the organizations represented? 

MR. PARKER: Yes. 

BY MR. VAUGHAN: 

Weel take it ‘thatiunder ¢laise l(c) ‘all tie dneane 


or saving will be disposed of, either by allocation or by 


retaining some of it in reserve? Ae Yes. There is an 
GoiTgaviron, I*think. You “see,;) it refers to’ "ald moneys 
remaining in its hands," I think it is stated in those 
terms. 


Qe That being the case, is there any taxable amount 

there at all? if it is all either allocated or placed 
in reserve, what is left? Some time ago a question was 
asked about the reserves, as to whether they should be 
subject to tax, Ae Perhaps I can answer that in this 
way; that if a cooperative retains certain moneys that were 

| more than sufficient for the necessary reserve, and does 

| not allocate or pay it out, then they would not -fall within 
this definition. ; ' rie | , 


Qe Then would that mean that organization would not 
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be a cooperative? That would compel all cooperatives 
9 to dispose of their income in these ways? A. We think 
so, if .they want to come under this definition. 
All we ask fs that those who conform to this definition 
be regarded as Neos taxation; not that there is 
any special privilege involved, but because they have 
no taxable income. 

2. Then is there.some inconsistency in your later 
clause, where you refer to income? I have in mind 
the second clause from the last, where you say: 

"If a cooperative does business with non- 
members in excess of 20 per cent of its total 
volume it shall not be exempt from income tax 
in respect of income derived from such excess," 

That would indicate that there would be some income? 
A. Yes, and they would be taxable on that. That is & 
modification of the complete immunity that is envisaged 
in the definition. We say Guoreac that all who can 
come within the terms of this definition should, by the 
very nature of their business and operations be immune 
from taxation. Those who are outside are taxable in 
part for certain reasons, and with regard to any legis= 
lative changes, those three riders at the end deal with 
| that. 
MR. PARKER: That is all, Mr. Good, thank you. 
| Now, Mr. Chairman, that completes all the material 
of which I have any knowledge, to be submitted to the 
Commission. 
THE CHAIRMAN: I take it, then, that there are no 
| further briefs or .evidence to be presented? 
| MR. PARKER: I have no knowledge of any others. 


| THE CHAIRMAN: The question therefore comes up as 
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to when or if any argument is to be presented. 

MR. PARKER: Exactly. My understanding is that Mr. 
Francis, on behalf of his clients, wishes to make an oral 
argument o I understand that Mr. Steer, on benalf of 
the United Grain Growers, wishes to make an oral argument. 

WResolnin:., AS Tar eas. .my client is: concerned) 2f ary 
other arguments are to be submitted in writing, very weil; 
we will do so. We should like, however, to reserve the 
right to make an oral argument if oral argument is to be 
permitted. 

THE CHAIRMAN: That really means that if anybody Qptates 
FOr en Orel areument, everyone else has, to: be.advised, 

Mie OUR As Ler es. wevsrevceconcerned, 1 respectiuliy 
suggest that we should have the right. 

THE CHAIRMAN: Yes, undoubtedly. if .one oral argument 
takes place, everyone has the right to the same thing, 
whether or not we stay here all. summer, 

MR. PARKER: it is quite obvious that Mr. Francis, 
although he can speak for himself, wishes to have .a chance 
to summarize. He hasva-very fberge-ficld to cover, and 
perhaps 1t would be more effective if he did it by address- 
ing the commissioners than otherwise, 

THE CHAIRMAN: And I understand the insurance wing also 
wish the same opportunity. 

MRe PARKER: If there was going to be any oral argument 
I think they wanted the privilege of coming. They do not 
want to be shut out; soit looks to me -= 

THE CHAIRMAN: Then as far as possible all the other 
important and leading interests, as it were, should be 
advised at the same time. 


MR. PARKER: With this general understanding, I think, 
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that, just as Mr. Francis and his clients opened the hear- 
Pees Deine heysnourd, have “therright, if he desires’ it, 
HO Close the debate. 

THE CHAIRMAN: I quite agree. 

Wks PARKERS And 1 think in respeet to the three. pools, 
perhaps the same thing should apply. If Mr. Howard and 
his associates should care to address oral argument -- 
although I understand they do not wish to do so -—- it might 
be understood. that they will address the commission before 
Lhe pook Tepresentatives make their addresses, and. I think 
the same thing should apply in relation to the insurance 
ip2eid, if thet meets Wath the approval of everyone. 

pin CHATRMAN? is Tar) as ea date is concerned, 1 do 
not quite see how we can fix one noWe 

MR.PARKER: I suppose we can only say that it will be 
at least six weeks, and that as soon as possible a definite 
date will be set and everyone will be notified. 

I do not see how we can go very much further than that. 

THE CHAIRMAN‘ Then-I declare the business before the 


commission concluded, for the moment. 


The Gommission adjourned. 
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ROYAL COMMISSION ON CO-OPERATIVES 


Uttawa, July 25, 26, 27, 1945 


VOLUME XXXIT 
(Pages 775A - 8124) 
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ROYAL COMMISSION ON CO-OPERATIVES 


RE: RR Re eR Se 


The Commission appointed to indure. ints 

the present position of co-operatives in 

the matter of income and excess profits 

tax, organization and business metnods 

and operations, and the comparative posi- 
tions of persons engaged in business dir- 
ectly competitive therewith, met in Ottawa 
on Wednesday, July 25, 1945, for the hearing 
of oral argument. 
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ORAL ARGUMENT 
The Commission met at 10 AeMs 


THE CHAIRMAN: What is the Situation, Mr. Parker? 

MR. PARKER: As far as I can ascertain, we have four or 
five parties who wish to make oral argument. TInoluded in that 
list is the Retail Merchantst Association, which I believe is 
represented by Professor McDougall. There is also a short 
letter prepared by the Canadian Chamber of Commerce, represented 
by Mr. Scott. He has requested that he be allowed to read this 
letter and I understand it will take only a minute or go, 

Bere “Ws “also 4 request from the United Grain Growers, represent- 
ed by Mr. Steer, and there is to be an argument by Mr. Porter 
on behalf of the Alberta Wheat Pool. I suggest that we begin 
by calling on Professor McDougall to present his argument . 
THE CHATRMAN: Had we not better first dispose of the 


letter which Mr. Scott wishes to read? 


Argument on behalf of 
The Ganadian Chamber of Commerce 
MR. We B. SCOTT, K.C: May it please the Commission, I 
appear for the Canadian Chamber of Commerce with instructions 


to read the following letter: 


"To the Chairman and Members of the 
Royal Commission on Co-operatives. 


Gentlemen; 
We appreciate the invitation to appear at the final 
hearings of your Commission. 
We wish to state that the Executive Committee of the 
Ohamber, in noting various Submissions meade to the Commission, are 
are of the opinion that the Conclusions and Recommendations set 


out in the Brief of The Canadian Chamber of Commerce, would 
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| ~77E2— Mr. Scott 
provide a just. fair and equitadle basis for the soiution of the 
problems with which your Commission is deaiing under P.0.8725. 

You will recall that our Recommendations (which were accor 
panied by a Supplementary Statement of the Executive Committee } 
read as follows:- | 

"The Canadian Chamber of Commerce believes that in the 
public interest a just, fair and equitable basis for the appli- 
cation of the Income War Tax and the Excess Profits wax Aote: to 
all persons carrying on business whether organized as corpora- 
tions, cooperative or mutual companies and associations should 
be upon the following principles, and the Chamber recommends: 

a) That all persons carrying on the same or similar 
businesses in Canada be subject to taxation on the same basis 
under these Acts and be subject to the same administrative 
rules and regulations in computing what shall constitute 
taxable profit. 

b) Thet the double taxation of incone paid out as divi- 
dends which the present Income War Tax Act imposes on all per- 
sons subject to taxation thereunder be eliminated. 

c) That until such double taxation of all income 
paid out as dividends is eliminated, the “Patronage Dividends" 
of co-operative or mutual companies and associations be deult 
with in the same manner as all other dividends which are not 
now exempt from taxation as income of the payor.* 

"We believe that if the desired information can be ob- 
tained from the Department of National Revenue relative to the 
application of the Income War Tax and Execss Profits Tax Acts 
to the growth of co-operatives and the number of businesses 
that have changed over in recent years to the co-operative form 
of doing business, such informaticn would confirm such state- 


ments in our Brief as were based merely on general knowledge 
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7763 Mr, Scott 
Prof .McDougall 


and belief. It would seem to us; moreover, that such confirr 
ation is available only through the Federal Department 
concerned. 

"In conclusion, we believe that the results of the 
important work of your Commission will have & Significant 
influence on the future of equitable taxation in Candda. The 
hearings have served to arouse public interest and a nation- 
wide expression of views on this important subject. We trust 
that your deliberations will provide the Government with 
material and recommendations upon which an equitable solution 
may be found in the public interest. 

Yours fel thrunl iy. 
H. Crabtree, Chairman. 


D.J.Morreil, Secretary." 


Argument on behalf of 
The Canadian Retail Federation 

MR. PARKER: Will Professor MeDougall now present his 
argument? 

THE CHAIRMAN: Before you begin, Professor McDougall, 
may I say that the facts are pretty well within our knowledge 
now, and I. would Suggest to you, as to other counsel, that 
only such features as you insist upon particularly be drawn to 
our attention. On the minor points we do not need further 
argument. 

PROFESSOR JOHN L. McDOUGALL: I trust I have confined 
myself to those points which T regard as majors I have tried 
to by-pass those which seem to be almost of no importance or 


at any rate of minor importance. I appear as Counsel for 


ayy my Re 
| VE te 
tae Nl a Mees Rigas ive 


Ne ae u Toa by it Ly rte We, 
208) Rue a Oy iy dead 
i te Trad ee ios Fe ne 


ge 
7 Cae rh pies: i a, ie bie a eaere se 
4 Cioran sd 22 oad ‘one digit ‘? ins 


eat D a a 
x = en a 4 . 
ERS aay Sate a ac eee ey eat Cae bets Reh» : 
ant > ? ai ee fo a4 ¥ a | 4 


an 
= 


; { ; 
fT] : : aat 


See ace ae ¥ ' ; Suga Ss £4 
‘ay a. ateee oe i. ee ; ae | ga Oy ge Rhy oe 
aid FO RRS, BET FAS Lae aw yas 
aie AE fie Hatie slaw toe a ee oes é eS 
weowhthises on Pie BSW cube the mt HOY ta ma 
See ASPs tid Bote sts) te ‘enmairt ent a0 
- ie j ‘ Loa 7 ‘ ; > ty ry ¢. Se eit) 
tou’ o. hte Fare sa hein Lf eer s oF pertes. wan 


ree. il’ A ' . ids Oe aortas 


? , 4 5 , ehh maven 4S a — : 4 > 
WP Ln £ s ‘aa ‘ - e i a et al Pa r] ey ey a z. Ag 4 
t % = ‘ i - + ne 


| . et a , yoy 
a ~ ‘ ‘Ki th p 5P ‘ u G +} oy } ry ‘7 y byw ie ' =) Li I v: Bear i) ‘al J ie of, Leal fn sy 2 

| ESS eae A, ON Recs, oa CT aa Lee oe. 
| -dWarigak ode ‘wid “ae ‘bao beset: 


oar 
& 
? 


sen hy \ eee aes eae 
& 4° n 
; » ie ; re y 4 nt e ‘ 
® . 3 € ok i 
‘ / : * : v<* le i e Bere 
¢ , j 
4 Td + A ‘ a 2 
=) < ie a 1 © Bf : 
P — J ¥ é 
' ‘i J 
- é “3 t i > “haat 
£ e Fe r ‘ a = a4 - rene = By vd) 
- o a 7 
. = hat 
ne wile : a 
= a ‘ aka 
7 ie . r 
3 aah ae S) ’ Bik 
ro i 
an | 
* ; a 
re =" jade ade h 
* arg = : fy 
mi ] 
oe x ; r p ee: ol 4 “—p irene hay Pe thw pens is 
: aS ay) A oT) 7 i4 Os | TBs ” ‘ Lia > ae 
. rears 7 iy ' 
f ‘ ee | A ape Eo: CP i . 
i i 2 ie le ' 
at 7 ote seal = amaretto Mie 
a >. s 
ree eo} : pt 
j ’ : } =a “eb 55 Sealy 
er ea ‘ a oe ok. ; hee et Vier ca re 7 
: ete A} hat) vy 4 (Aa te Bea in af § 
i = 


. - 7 ’ 5 7 
phiogwote. eh eee Te tides mom ae Tae: | ee He ron) 


; Ta ol 5 < a stata time “ P 3 Y a?) ae Cae he warts "pty ony thi dion WOR | 


as q 
q 
a é ‘ ic eh ge 
hg + y ope 
: fi ot . 5 a ai F 7. ri af } 7 a pe 4 af 
a P iS . » Bae af ink at rand 
: j : as bs ae ee 
4 4 
s 
' 
yy 
‘ 
, a . oe or abate rT Paotet 
+k t - he <6 n> Pty x E ( ak fs 
- ~ ; pecs soe coed a Nereis | => ae ir aig ad i oS rt 


, ae: Bites : ’ 
a he hat Tb speehabet se feb hae mS rrhow. 
ae ne “ * ve : _ u 
qut ee te decetd ed of cee, cece ee 
—e yee pert | : rr 
wits DMA! 


-7764- Prof. McDougall 
the Canadian Retail Federation, which has merchant members 
in all parts of the country and also has affiliated with it 
a number of national and provincial retail trade associations, 
the largest of which is the Retail Merchants' Association of 
Canada, whose members are largely independent merchants in all 
the various distributing groups in every province in Canada. 
It is, therefore, broadly representative of the whole distri- 
butive interest of this country. It was constituted to speak 
for that group and, as such, it is represented here this 
morning. 

Retail merchants are always exposed to competition of 
various kinds. For any purchase beyond the smallest amount the 
oustomer does not merely purchase; he (or she) enone ts log 
shopper compares the prices and the values in the various 
available outlets. Except for a few convenience goods on 
which prices are uniform and quality is standard, purchases 
are made after the market has been canvassed. The merchant 
whose wares and whose prices cannot stand up to this daily 
testing soon finds his sales shrinking and his net profits 
disappear. 

Nor is the competition between stores selling like pro- 
ducts the only pressure which each merchant must face. The 
sonsumer is free to spend his income on those things which 
seem good to him. How much shall be spent on clothing and how 
much on house furnishings, for example, will depend not only 
on their relative prices and qualities but also to sone 
extent on the prices and qualities of all the other goods 
available in that market. In greater or less degree, every 
merohant is in competition with every other within the same 


Market area for his share of the consumers: dollar. 


f ates ‘ 4 Sor 


Leia 7 ry Is le "- 
4 ae er S a | fo vagy Paes. " % 
’ 1 ret ee 4 . 
jay nl eae 


. ear Lucente, 


Sutera 3 


= tk is “ay 


a 


: ee “4 un LP 5 
: eae ‘ re ?: * - 
£13 29 DES igen J Dal ORL ‘pan Vivaeog oef sae ss vg 
\'s es are a 4 a el pas 4 
ee DR eee Re eee ast 2 ae 
wart ek r Pog Kassie at Seti fosatden ae 
ate ie i See 2 Sa he. - ay sla Piet aa Perk. ve * i" 
: ” . 7 Sr ee) eee oem wert s > ; Fage i 
a a : Wp reais Galt sid ay it ek dotide % 
ney + t M 7 = 7 ; ' ae Ps 
ton % 
. :. 3 ae a a 4 - sa ‘ i. 
a Aes sivd@iate eee Skate 
‘ st 
* y We SpE ae (is “pt 1 phate ieee. we 8 
}.= . , ‘ Ty " . 
; 4 
are. ir ; fibsoud Tot os act at #, 
+) 4 bial . » ps *. ta ¥ . . ae 
rh ; 4 - . i hot 
Hives : hit thn t re geile 
ats Z y " & J ke % p \ ». t a4 3) ot os. ov y Fe 
{ 4 } * ‘ 4 re Ue 
y 7) te oon 
a ¢ 
- aN ae a Oe 0 aay . : a ‘ihe. , oS ey, 
. Ketek — Cirk. BG al sage i abd Thue OF. 
a -* . oe q 
Aa ee vs aie i 
. -aaletom’ 
t ; ) Ls ia r 
7 . 
fee “ eangaaiy F * toe 2s jos 
‘= ; “e 7 ce ” MA ie n 
a ng pore vi hy . ' , a Be 
Lam i Set ely oe a! Shale eno Lte¥ 4 
pase. : 2 Ae ; 2 eA 
oa q . - - - ‘ ~ Be « " 
P at epee tie y nA bob. Lange is a 
‘ a : ; ; t nin 4 
Pict i Ae Py ES. | rye RCO? | on oud soa . 
ae an) ba 
. 4 iN d io” Wy NE : . : * | Sey - d Fes aT: i: ee a 
¥ a? im 
Me Ces eae ae | i ‘wh eee Scie a 
ne ep FT ee 4 ot Bes ; 3 O¢ B ies 3 4 
i id i f ‘ 
; cphety ine gee ' lie “Lorie fi sit 
i sy or Tt : Ba oie ‘ f Py oy 
' err ge : Td Bae. if * eee ets 4 } Oi ae iy Se fsa G 
1 \ 1 ay ; {mam 
. > 
: ti feel re 7 RNa f “ 
: : Pier Se iti: a ne é! Deus Git nite tg 
ce =. 0 Ti 
ee ee 
i : 
:- ; ‘ ir s t : { 
: ‘ “ << ro Beak al *"] 5) e mo ikve at 
‘ a 4 7 iy + ; 
ra nu 2 OMT et emus ae 
+ Ne a 
” is s aan - 
i50e a . tt a Hr 1h Dv bg 
a 7 , a eck ‘ ies Py ' ay rd “yy fi i re} ‘iy 
+ Derm : Gc ao: Oe MOTE » FEO: Hae 
: ae i? Ean > eeoan wittaed = resist 
pee , t bt he ee ta | 
ss ih oped alls snl 
cs Me : _ > Jaa 
go te via Toes 
. f 1 
‘ en GAS To Lieerot 
— * De a r Ya F 
" ~~ ¥ a Fl > 
"i hawt Ms “to 


~7'765= Prof. McDougall 

The greater the population in any trading area, the more 
intense does the competition between merchants within it tend 
to become. In a country so large as Canada it is obvious that 
competition cannot be equally acute in all of them; but even in 
those in which competition appears to be least, it is very much 
stronger and more pervasive than appears at first sight. For 
all staple commodities the mail order catalogue provides a 
basis of comparison which is continuously applied to local 
prices. Daily newspapers with their detailed advertising of 
prices provide a second check as between trading areas. Finally, 
the population of Canada is very mobile. As people shift for 
work, for pleasure and for shopping, there is a continuous inter-= 
play of competition between trading areas which fifty years ago 
were largely separate but which are now very closely bound 
together.+ 

It is because, for these reasons, competition is becomlueg 
increasingly severe that retail merchants as a body are unable 
to view with equanimity the rise of competitors who are, by 
the current phrasing and interpretation of the Income and Excess 
Profits Tax Acts, totally excused from one of the heaviest 
burdens which they themselves are required to bear. The reo 
tailer cannot continue to varry this tax load and compete 
against the untaxed distributor without disastrous consequen= 
ces to his business and to his financial solvency. And it is 
because of the urgent importance of this threat that my clients 
have felt compelled to participate in this final argument. 


Nor is it the general position only which is a spur to 
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1, Wartime limitations upon the use of private passenger 


cars have, to some extent, reduced this inter-market competi+ 


tion; but for purposes of this Commission's report, that may 
be taken as a condition too transitory to be considered. 
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present interest in this matter. The primary pressure of co» 

Operative competition is at present locel:sed upon the stores 

in the country districts. Therefore, the merchants initially 

affected are those in the country general store group, In 194], 

684 per cent of all those stores reported sales per store of 

less than $30,000. Over 98 per cent of all country general 

Stores are independently owned. With negligible exceptions 

these are businesses run by working proprietors. The capital for 

their formation and expansion was not borrowed but accumulated 

out of operations, and their owners rely upon bey ayes crcte 

tions to offset losses in the bad years as and when thev come. 
The ultimate consequences of the expropriation of the owners 

off small businesses by unequal taxation are so serious that it is 

a public duty to protect against it. Tt is, therefore, not only 

as merchants but also as a responsible body of citizens that 

the Federation approaches this matter ean@ concentrates 1tsS avtven-= 

tion upon the final direction to you, namely, to report on 

"and to make such recommendations for the amendthent of existing 

laws as they consider to be gastified in the publica interest." 2 
The argument which will be made herein will not attempt 

to traverse the various points raised by all those who appeared 

on behalf of the various parts of the co-operative movement. 

It will, rather, be addressed to the principal arguments which 

were advanced by the leading theorists of the co-operative 

Philosophy and upon which ideas the whole movement must be pre-= 

sumed to rest. tt will then go on to consider the recommend~ 

ations for the amendment of the law whic? were submitted by 

Mr. Good on behalf of the Co-Operative Union. It will attempt 

to examine those ideas and those recommendations, particularly 


aS they affect retail nerehants, but the approach will not; we 
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trust, be a narrow one. It will close with one specific 
recommendations 

The major interest of the Federation is in the legislation 
which will result from the work of this Commission. It is 
hoped that that legislation (and the administrative rules 
under which it will be applied) will produce a reasonabie 
measure of equity as between the various taxpayers of this 
country and will encourage the highest possible level »f pro- 
‘ duction within it. But this concentration upon the future 
should not be construed as an expression of willingness to 
acquiesce in any forgiveness of taxes which are due from co- 
operatives and which have not yet been paid. No group, no 
matter how large, should receive any concession which is not 
equally afforded to every citizen. This point is set to one 
side, not because it is unimportant but because it is diff- 
icult to find any ground upon which the contrary position 
could be defended. 

Merhiants exist to serve the public. Upon the skill and 
intelligence with which they fulfill their daily tasks, dep- 
ends a very large share of the economic well-being of the 
great body of consumers. In the final analysis, the physical 
production of goods depends upon the orders which are trans-= 
mitted through merchants to manufacturers, farmers and other 
primary producers. 

It is not from any exaggerated idea of the obligation due 
to merchants that the Federation speaks this morning. It is 
because they feel that, in the efforts which co-operatives are 
now making to perpetuate their ecemption from income and 
excess profits taxes, certain basic facts stand in danger of 
being lost to sight. The public, as a whole, cannot gain 


from tax~exemptions granted to any one part of it. Exemptions 
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are no doubt very welcome to those who receive them; but 
the burden from which some are relieved falis with a4 rc- 
doubled weight on the rest of the economy. <A net gain is 
impossible; and there is a probability which rises almost 
to certainty that, on balance, there is a net loss. Because 
of the additional weight of taxation which falls upon the 
remainder of the economy, some production which might have 
taken place is stifled by the additional weight of taxation 
placed upon it. 

The public as a whole is the chief gainer from the 
more efficient conduct of production and distribution, and 
merchants now in business could have little ground for com- 
plaint if retail co-operatives, though carrying an equal tax 
load, were able to distribute more cheaply because of their 
greater skill and efficiency. 

But the Federation is fulfilling a public duty {albeit 
moved by an intelligent self-interest) when it protests in 
the name of its members against the growth of an alternative 
type of distribution, powerfully aided by complete exempt- 
ion from brats and excess profits taxes and whi ch is, 
therefore, not called upon to reach or to maintain the same 
level of operating efficiency which their tax-paying com-- 
petitors must hold in order, not to expand, but merely to 
remain in existence. 


An Examination of Certain Keading Ideas of 
the Co-operative Movement. 


The leading ideas of t.ic chief theorists of the coe 
operative movement, to which attention will be directed 
below, are? 

le The reasons why members not only join a co-operative 


but remain in it for years as actively supporting 
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~7769— Prof McDougall 
memberss” 

26 The assumption that the whole of private business is 
so completely under the influence of a few dominant large cor-+ 
porations and is so riddled with monopolistic and quasi-monopol-: 
istic influences that it can no longer be trusted to organize 
the economic activity of the community effectively, nor to 
Price “1S products justly, nor to pay’to the labour which it 
employs the full value of its share of the joint product. “ 

Se The third idea is that there is a segment of the Cana~ 
dian population which is, in some special sense, "the people". 
and is, in some fashion never described, clearly marked off 
from the balance of the population. This balance is not des- 
cribed in detail but, since they are clearly excluded from 
"the people", they must be the profit-seeking predatory 


interests.” 


3 It would be tedious to refer here to all the pages in the 


Proceedings at which this point is made by co-operators. Ome of 
the clearest is in the submission of the Ontario Co-Operative 
Union made by Mr. A. C. Savage, Secretary-Treasurer, especially 
pp. 2382 and 2390-95. The examination on this latter section 

by Mr. Hlliott at pp. 2421-24 is so revealing that it is re- 
produced as Appendix l. 

4 Upon this point see the submission of the Co-Operative Union 
of Canada, through Mr. Good; Proceedings, pp. 2676-77 and 7717- 
£0. See also the submission of Dr. Coady: “Modern business in 
all fields is trending toward monopolistic capitalism. This is 
not in harmony with the traditions of Anglo-Saxon democracy. It 
smacks of fascism." He then goes on to argue that, while great 
Size is dangerous in corporations, it is completely innocuous in 


Co-Operatives. Ibid. pp. 4596-8. 
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It is upon these central ideas that the co-operatives 
have tried to erect a defence for their continued exemption 
from taxation upon their income. If they are not sound, shat 
claim must fail. 

Upon the first of these ee there is both clarity and 
unanimity among all those co-operators who have discussed se a 
_ They all say that the whole end and purpose of the co-operative 
is to increase the economic well-being of its members. It is 
true that emphasis is also put upon the element of brotherhood 
which ought to bind the members to each other and to the 
association; but it is brotherhood in an economic venture. 
If it were otherwise, the co-operathve would be merely another 
social or fraternal group and no taxation problem would arise. 

But, in fact, the co-operative is an economic venture 
and not a social club,9® It is designed to improve the 
economic position of its members by making the element of 
brotherhood and mutual obligation explicit in the organization. 
That is their privilege if they SO Wish it. But it ds crear 
that the object is just the same as that of the corporation 
to which men also contribute resources in the hope of receiving 
profit or gain from it. PRN Shae so alpha 
Se This idea is very clearly stated by Dr, Coady: Proceedings, 
pp. 4578 ff. He seems to take it that education has in the 
past provided a "trapdoor" which enabled a "bright and vigorous 
few from among the masses” to escape from the lowly classes 
into the so-called higher professions; but the inference is that 
only a lucky few ever succeed in rising economically or other-= 
wise and that those who remain are an undifferentiated mass. 
Neither assumption is justified. Those who remain do Aa aS a er 
vary in character and influence ag well es iv Wealth; some us 


least of those who go succeed only in changing the form of 
their poverty. The fact of variation is universal. 
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How any particular economic body ought to proceed in 
advancing its members' interests is, under the law, a matter 
which the members may properly be ert: to decide.’ It may be 
through a dividend determined by the amount of capital con-~ 
tributed. It may be by the distribution of patronage dividends 
which constitute an overt and measurable distribution of trading 
profit.® It may be that the members receive lower prices: aa 
the goods which they purchase and that there is no balance of 
profit to distribute at the end of the trading period. It 
may be that the advantage is taken in some other fashion, It 
may be a general advantage to the whole community, in which the 
member shares as a member of the community rather than as a 
member of the association, although no example may be cited in 
which this is the sole form of return. But there is surely some- 
thing very curious in bodies of men who have come together 
with such a clear economic purpose in mind arguing that, 
because of the minor peculiarities of their association, it 


ought to be totally exempt from taxes upon its profit or gaing 


OCC LT TEN! SS eS Sees ensenernrnpeeereyeciteneretee 


6. See the definition of a co-operative. Father S. H. Levesque, 
"a free association of persons owning an economic enterprise (the 
emphasis is supplied) which they direct and control democratically 
for their own service and for the service o? alle" Proceedings, 
Ppe 3534—5, 

7. On this point at least I can agree with Dr. Coady, who says 
"The right of free association is a fundamental of Anglo-Saxon 
democracy. As long as people keep within the law they can do 
anything that they think good for their own development.” 
Proceedings, p. 4593. 

8. See Appendix I hereto in wncon thee concept is very fully 


explored. 
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It is our contention that, whatever form the ect of 
trading may assume, the profit or gain from such trading 
must be subject under the law to an equitable share of the 
taxation levied by the state. If the law is so drafted thet 
@ tax exemption is given, there is every reason to take ad- 
vantage of it. But to lay claim to a continued exemption 
from taxation into the indefinite future, as the Co-Operative 
Union now does, is to ignore the obligations which lie upon 
the citizen. 

The second of the ideas outlined above, namely that 
the whole of private business is so completely shot through 
with monopolistic influence that it can no longer be trusted 
to work justly or even to work at all, is one which is Vory. 
often asserted. Since this submission is primarily concerned 
with retailing, we propose to prove that this is not true 
of the distributive trades, 

The denial that monopoly influences in retailing are 
great absolutely is supported by an examination of the 
chief available evidence. Census figures on retail distri~ 
bution are available only for the years 1930 and 1941, For 
the intervening and succeeding years a small sample is co l- 
ected and the aggregate sales of the year are estimated rrom 
it. For any measurement of monopoly influence, the census 
figures are so clearly ape ee that they alone will be 
considered here. 

If retail nerchandising generally weré falling increas- 
ingly into the hands of great monopolistic combinations, one 
would expect that the share of independent merchants in 
total sales would be slowly shrinking at all times and that 
this shrinkage would be very obvious in the eleven years 


from 1930 to 1941. If »°2 business is so clearly of over~ 
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~7773~ Prof. McDougall 
powering strength, its proportion of total trade ought 
to grow most rapidly in such a perioa of intense economic 
disturbance when it should be able to take advantage of 
the difficuities of others, 

In fact, nothing of the kind occurred. In the aggregate, 
independent stores had a bigger share of the total trade at 
194] than they had at 1930. At 1950, they had 80.7 per cent 
Ot tne totals at 1941, Biel per cent. 

This is not a freak result due to the overpowering in- 
fluence of one classification of retail trade. All retail 
trade is, for the purpose of this classification, divided 
into sixteen major groups. For nine of these, comparable 
data is available for 1930. Tn seven out of the nine, the 
independents increased their proportion of total sales. In 
two only did it decrease, 

The two in which the independents failed to hold their 

proportion of the total trade are combination stores (those 
Selling both groceries and fresh meats) and shoe stores, 
In the other seven groups, the independents increased their 
proportion of total sales; in three of them, quite sharply. 
There is no Slen of any growing concentration of ownership 
or control which would be necessary to support a charge of 
growing monopolistic inflvences. 

This whole picture of variety within the merchandising 
field is not something special to this particular decade. 

If the measurements were available it could be demonstrated for 
previous decades and will certainty be done for this one when 


the census results of L951l are available, 
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a 
TABLE A, ) 


Percentage of Aggregate Retail Sales Made 


by Independent Stores in Canada 1930 and 1941 
Type of Store | a 1930 194]. 


Grocery stores 7164 84,8 
Combination stores 66.8 DDe 4 
Meat markets b 93.65 
Country General Stores 95.7 9662 
Variety Stores | 664 Loe 
Filling Stations Sse 9164 
Men's & Boys! Clothing and Furnishing 8545 87.6 
Family Clothing Stores b 81.4 
Women's Apparel and Accessory Stores b 86.6 
Shoe Stores Liye 62.7 
Lumber & Building Material bd 74.4 
Furniture Stores b | TOee 
Household Appliances and Radio Dealers b D963 
Restaurants, Cafeterias and Hating Places 60.5 8862 
Drug Stores 81.1. 81.43 
Tobacco Stores and Stands b 8556 
Weighted Total 80.7 Slal 


__ SSNS eemsamnnmmememeneeeeeneeeeee ee a 


a. Dominion Bureau of Statistics, Retail Merchandise Trade in 


b. Comparable data not available, 


LSE CS A eee etnemanespsoenypetncnntgae ner 
We live in a dynamic society. The only thing on whose 


persistence we can rely is change: At one time, one form of 
economic organization seems likely to sweep the boards. For a 
time it grows rapidly. Then the forces wnoich gave it the 
advantage grow weaker and even disappear and it is; in its turn, 


put upon the defensive, There is an ebb as well as a flow. 
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—7775— — Prof sMcDougall 
Those who demand that the different forms -- AS, Or Exar As 
the independents and the chains --- shall be of an unchanged 
relative power decade after decads are, in fact; demanding 
that our society should be completeiy static, without change 
of any kind and therefore without progress. This ebb ané 
flow of relative competitive power is the final proof that 
competition is the ultimate controlling factor in every sector 
of the distributive trades. 

Those who argue that the few largest stores are so 
completely in a class by themselves that they need not con+ 
Sider their smaller competitors deny that there is any con- 
tinuity over the whole range of stores. This assertion is 
completely disproved by Table 2 and Graph 1 which follow. 
They show quite clearly that there is a sharply defined 
concentration of stores in the sales range $5,000 - $20,000 
yearly. The number of stores drops away to either Side o1 
that central position. The graph shows that, when sales are 
plotted logarithmically, the distribution is approximately 
normals There is no sharp and Sudden break. . This is a con» 
tinuous distribution. In other words, the distribution of 
stores upon the basis of volume of sales is merely another 
example of that basic fact of variation which is true of all 
living things. The failure to see this picture in its true 
proportions and as a whole is at the bottom of most of the 
allegatdions of monopoly control. 

I call attention particularly to Table 2, "Percentage 
Distribution of all Retail Stores in Canada by Volume of 
Sales, 1941,” 

MR. ELLIOTT: I understand it to be the contention of the 
co-operatives, among other things, that where rigid dealers' 


margins exist there is a tendency to increase the number of 
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~7776— Prof .McDougall 
outlets if these margins are fairly high and thus to raise 
costs of distribution. You are arguing that there has beer 
an increase in the number of outlets. Does your argument 
later touch this particular contention that I have mentioned? 

PROFESSOR McDOUGALL: No, it does not. 

MR. BLLIOTT; That is one of the points that seemed to 
me to be important, and I was wondering whether you had 
anything to say on it. 

PROFESSOR McDOUGALL: My own impression is that the 
rigidity of the margins is much more apparent than real. The 
difficulty is always that of policing a business of that kind 
and I know of almost no trade in which the policing has 
been done effectively. You have such things as the so-called 
special deals whereby additional quantities are sold ata 
basic price, so that I am not greatly impressed by it -+ not 
so much impressed as the appearance would seem to warrant. 

MR. ELLIOTT: Thank you very much. I thought that 
possibly that was covered in your argument. 


PROFESSOR McDOUGALL: No, I have not covered it explicitly. 


Table 2° 


Percentage Distribution of all Retail Stores in 
Canada by Volume of Sales, 1941 


Stores with a Percentage of Total 
Volume of $ Ma Number of Stores 
Less than $1,000 Bee, eb 
$1,000 - 1,999 70 

2,000 = 4,999 19.7 

5,000 = 9,999 2001 

10,000 -19,999 20.8 

20,000 = 29,999 10.4 

530,000 = 49,999 8.8 
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$ 100,COO = 199,999 OF). 
. 200,000 = 499,999 140 
500,000 = and up 0.35 


Se ee neg energy 
Total 100.0 


8. Dominion Bureau of Statistics, Merchandise Trade in 
Canada, Calendar Year 1941 (Ottawa: Mimeo, 1944) table 6. 

b. Some stores reported their profits rather than their 
sales; others were in operation for only part of the year, 
For these reasons this category is certainly too large. 
The same defect may also affect those immediately ad- 


jacent to it. 
CL AE SA tee aes enennetnensentarennoeeweanean 

Success in distribution is as much the result of manage~ 
ment skill and of continuous attention to a multitude of petty 
details as it is of the control of adequate capital resources. 
If it is present, loan-capital will tend to seek out its 
possessor. He will be able to lease larger premises and to 
get more credit than will a merchant who is less competent. 
Such a merchant also accumulates owned=-capital by the rein- 
vestment of earnings to provide a base for still Larger 
Operations. As a matter of policy he will reduce his living 
expenses and convery a very large part of this year's income 
into next year's capital. 

Cutting off that normal source of new capital has cumula- 
tively serious results. At present levels of income ana 
excess profits taxes, the co-operatives are the only merchand- 
ising firms which are allowed to growe The smalle: men who 
would ordinarily be expanding their operations are held down 
beeause they are now cut off oe their normal source of 


capital for expansion; but co-operatives, being tax-free, are 
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-77798— Prof M@Dougall 
able to expand all the more rapidly because they have money 
for expansion and because most of their potential competi- 
tors have not. 

Where there is merchandising skill and a willingness to 
work, lack of capital may slow down growth but it cannot 
stop it. Abundance of capital combined with mediocre capa-+ 
city usually brings slopping merchandising for a year.or two 
and ultimate reorganization. 

Managerial skill is very important, but it is also in- 
tangible. It cannot be objectively measured. But when one 
deals with aggregates, variations in it tend to offset each 
other and the amounts of labour and of capital employed can 
be taken as measuring tne input of productive effort. 

This has, in fact, been done by Professor Paul Douglas of the 
University of Chicago who has, for nearly twenty years, been 
investigating the manufacturing statistics of the Unitcd 
States, Canada, Australia and New Zealand to see whether 
that hypothesis will produce reasonable estimates of the 

net value of manufacturing production for the various 
industries, ? 

MR. ARNASON: On page 12 of your written argument 
you say:- "At present levels of income and excess profits 
taxes, the co-operatives are the only merchandising firms 


which are allowed to grow." Then on page 9 you show the 


9. See his Theory of Wages, (New York: MacMillan, 1934). 
It was followed by a whole series of articles in the 
learned journals, of which the last was, Patricia Daly 
and Paul H. Douglas, "The Production Function for Cana- 
dian Manufactures". Journal of the American Statistical 


Association XXXVIII (1943), 178-86, The first two foot- 
notes of that article list the intervening studies. 
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~7779— Prof McDougall 
increasing proportion of the retail trade, so far as the 
independent stores in Oanada are concerned, as between 1930 
and 1941; I was wondering whether, later on in the statement 
you are reading, you give anything in connection with. co- 
operatives doing business similar to those that are cited on 
page 9. 

PROFESSOR McDOUGALL: No, I do not. The contradiction 
yOu jSee 1s epparent only, and not reals If one had to deal 
only with the level of the 30's, the problem would be less 
urgent. 

MR. ARNASON: You have no figures showing what has been 
happening since 1941? 

PROFESSOR McDOUGALL: The only figures are those of the 
Department of Agriculture. 

MR. ARNASON: You have no figures to show what has been 
happening in the retail trade generally during the war period? 

PROFESSOR McDOUGALL: No. The Department of Azriculture 
reported only to 1943, 

it did, in fact, prove out brilliantly in every set of 
national statistics. The relative amounts of labour and 
capital do explain the variations in net value of production 
as between the various industries. 

Therefore, the same hypothesis can be applied with cone 
fidence to the field of distribution because both manufactur- 
ing and distribution are intersconnected and labour and 
capita; flow back and forth between them. I should have 
liked to do the same for merchandising, but the figures are 
not available and therefore one has to proweed by analogy. 

Part of the capacity of a co-operative to serve its 
members and, by so doing, to earn profits which are later 
to be distributed as patronage dividends, is due to the 


employment of capital. It is not the result of unusually good 
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-~77B80- Prof. McDougal 
management, nor of a surpassing member loyalty, nor of eny 
other factor. It is the hope of sharing in the dividend 
which produces the loyalty and not the reverse. The amount 
of capital employed is pre-eminently an economic and not a 
legal fact. The co-operative may or may not have capital 
stock. It may or may not have issued loan certificates 
representing money permanently borrowed from its membersaJ 
It may have done neither but is financed solely by past 
trading profits allocated to the members but undistributed. 
But no matter how the co-operative got control of the capital, 
the fact remains that the possession of that capital is a 
factor of major importance in determining the amount which 
it can earn as an economic enterprise. | 

Here are earnings from the employment of capital totally 
exempt from imcome and excess profits taxes in the hands of 
one type of trading venture while heavily taxed in the huncs 
of all its competitors conducting an identical type of 


business. This is a gross and totally indefensible inequity. 


10. “For some years past co-operative societies in Ontario 
have been advised to incorporate without share capital and 
to finance their undertakings by loan units... .* 

The annual report of ane National Executive of the Co- 
Operative Union of Canada. The Canadian Co-Operator, 


December, 1943. 
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The third and last major idea which will be dealt with is 
that there is a segment of the total population which is 
clearly marked off from the rest of us and which is in some 
peculiar and mystical sense "the people”, the heart and centre 
of democracy. This is one with which it is difficult to en 
logically because it is so hard to define it pttecisely, It 
is suggested that "the people” are a clear and separate part 
of the whole population and that they are now coming to reale 
ize that the co-operative movement is the natural vehicle for 
the fulfilment of all their hopes for economic improvement, 

This is part of the general claim for the exemption from 
tax of the income of co-operatives -=- partial exemption where 
they are producer co-operatives, total exemption from both 
corporate and personal income tax where they are consumer co- 
operatives. In this respect and in this only it will be 
examined here. 

If “the people" as members of co-operatives are to be 
excused from income tax, whether partially or wholly, it must 
be upon the grounds of relative poverty. Income tax inspect- 
ors can only administer a statute fairly which is drawn in 
objective terms. Therefore the claim to tax exemption is a 
statement that all co-operators are of income so low, they are 
so “under privileged", that eaten t to receive a bounty 
at the hands of the government cither directly and in cash 
or indirectly through specific exemption from taxes which 
others are required to bear. 

Now the last report on co-operatives Le reports some 
586,000 shareholders or members. No matter what allowance is_ 
ll. Pernind s and Lalonde, Cooperation in Canada, 1943, 


(Ottawa: Department of Agriculture, mimeo, 1945). 
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‘made for possible duplication, this is too large a share of 
the total Canadian population to be exclusively confined to 
the lowest segment of the income range. Even if common 
observation did not show that co-operatives include many per~ 
sons in the middle and upper income ranges, it would be 
impossible to maintain the contrary from the simple fact that 
there aren't that many people at the bottom of the income scale. 

The only study of the distribution of income in Canada 
which covers a fairly large sample is that of wage-earners in 
manufacturing industry. 1* For present purposes this is a 
fortunate co-incidence for this group must come as close to 
"the people” as defined in co-operative literature as any other. 
Certainly, industrial workers in Great Britain are the nucleus 
around which the British co-operative movement is organized. 
The study excludes all white-collar workers and all above the 
rank of foreman who occupy managerial positions, and is thore:. 
fore a broadly homogeneous group. 

Data on this group have been published for the years 1934, 
1935, 1936 and 1940 and the two terminal years have been 
chosen for comparison. 1934 was still a year of depression; 
1940 one of high prosperity. Between those years average week- 
ly earnings of male workers rose by 22 ver cent; the number 
employed by about 45 per cent; the total wages bill by about 
75 per cent. But when the data for the two years are compared 
in Table 3 or in Lorenz curve form in Graph II it is seen 
that the change in relative distribution between the two years 


is so small as to bb negligible. 


SE RE SF OE A RN A  - - 


12. See Dominion Bureau of Statistics, Weekly Earnings of 
Male and Ferale Wage-Earners Employed in the Manufacturing 
Industries of Canada, 1934-36, (Cttawa: the King's Priuic:, 


1940) and Weekly Earnings of Wage Earners Employed by the 
Manufacturing Industries of Canada, 1940, (Ottawa, mimeo,1944) 
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The graph is practically self-explanatory, The percentage 
of the total humber of employees is shown on the horizontal 
axis. The percentage of the total income received is measured 
on the vertical axis. The two years are not identical, but the 
extrenely high degree of Similarity between them is obvious. 

Two conclusions can be drawn from this fact. The first 
is that any attempt to set up a particular income group within 
which "the people" are found will be wrecked upon the basic 
fact that the distribution of income is continuous. There 
is no dividing line between them and those of higher incone 
on the one hand or the dependent class upon the other. The 
second is that the distribution of income is not arbitrary. 

It is a reflection of fundamental capacities to produce and 
therefore of capacities to demand and to get paid the value 

of such production. Therefore, those who truly wish to in- 
crease the economic income of those at the low end of the 
income scale should devote more thought to ways and means of 
increasing the national income generally than to plan for 
transferring income from the whole community to the benefit of 
an arbitrarily-chosen group. 

Pinaliy, the membership of the co-operatives being so 
large as has been shown, there is a very high degree of pro- 
bability that the average wealth of the top 5 per cent of 
their members (say 25,000 persons) exceeds that of the average 
country general store-keeper. Is it not anomalous that the 
latter should be so unequally burdened as they are now, to 


the benefit of a larger group of greater wealth? 
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TABLE 3° 


Percentage Distributions of the Numbers and 
Earnings of Male Wage-Earners in Canadian 


Manufacturing Industry, by Weekly Earnings, 
. 1934 and 1940 


Weekly Wage Groups 1934 1940 

Numbers Aggregate Numbers Aggregate 

Harnings Harnings 
Under $6.00 2.8 0.6 theeey O63 
$6.00 and under $10.00 8.8 Seo a7 Lab 
$10.00 " * PSO hoes) UA Lie? 5.9 
$15.00 * 3 BOO e00 (2455.0) S150 Lee Love 
920.00 * tt P2oe00 . Loses 1 -el<6 20.2 Lee) 
$25.00 * '* $50.00 11.6 15.9 16,5 18.2 
$30.00 "tt POOL UO. GeO. Le L 14 14.8 
835.00 er $40.00 3.2 5.8 yer" Phe eel! 
O40.00 "* * $45.00 1.7 5.8 4,0 6.8 
$45.00 "  * $500.00 0.9 eel Pee Ve 
950400 and over Ld oe0 Sa 8.8 
Totals 100805 “00.0 100.0 100.0 


ae Dominion Bureau of Statistics, Weekly Earnings of Male 
and Female Wage-Earners in the Manufacturing Industries of 
Ognada, 1934-36 (Ottawa: The King's Printer, 1940) and 

Weekly Earnings of Wage-Harners Me teged in the Manufacturing 


Industries of Canada, 1940 (Ottawa: mimeo, 1944), 
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The Recommendations of the Oo-Operative Union 
of Oanada. 


The Co-Operative Union has made its recommendations to 
your Honourable Body after all the evidence had been present- 
ed and these can be presumed to have had their most careful 
consideration and to embody their fully-considered opinions. 
In the light of the admissions of fact which Mr. Good made, 
it is perfectly clear that their existing tax-exempt status 
is totally untenable; but they seem to think that, as a matter 
of tactics, it is wise to propose a vast extension of their 
privileges and their regularization by statute; that statute 
to be also retroactive in its effect. 

The first recommendation, namely, that there shall be no 
assessment to tax uf income earned in the ae is an ad- 
mission that under the law as it now reads tax ought to have 
been paid. It implies a leniency toward them in the adminis- 
tration of the Income Tax Act which they now admit exceeded the 
limits uf administrative discreticn and which they want re- 
gularized by statute. Section 4(p) of that Act does not give 
exemption to co-operatives as such but only to those which 
operate upon a pooling basis, and then only in relation to 
the primary industries. That excludes all those bodies which 
act as principals and not as agents. Retail stores must be 
among those excluded. They buy at one price from wholesalers, 
take full possession and ownership, and then sell to their 
customers at another price which includes an element of profit 
a foins Che later distribution of thet profit is clearly 4 
separate thing, made not as a result of a legal obligation 
so to do, but as a matter of commercial policy. 


The remaining recommendations are consistent in spirit 


13. Ibid., pp. 7733-4 
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-7786- Prof.McDougall 
with this one. They are put forward as an attempt to make 
the existing (and legally questionable) practices lawful and 
administratively practicable. Jn fact they go far beyond that. 

Section 4(p) provides for income tax exemption to pool- 
ing co-operatives in which the non-member business does not 
exceed 16-2/3 per cent of the total business. Jf that 
figure is exceeded then the exemption is foregone completely. 
‘This is no undue burden upon co-operatives. The Proceedings 
of this Commission are full of schemes for conferring automa- 
tic membership upon anyone who does business with a co- 
operative without ever inquiring whether membership is desired 
Or note 

But even this provision, lax as it seems, is too con- 
fining for the kind of trade which the 60-operative Union 
wishes to encourage. It recommends that a co-operative shall 
have total exemption up tu 20 per cent of tctal trade; shall 
be taxed only upon the excess ‘ever 20 per cent when non- 
member business exceeds that proportion; and shall not be tax- 
able as an ordinary business organization until non-member 
Pine ste esos ede 00 per cent of the total.+* Taken in con- 
junction with the schemes already elaborated for automatic 
membership, this proposal would confer an even greater tax 
advantage thea that which they ar present enjoy. 

The Co-Cperative Unian asks that its members shall be 
permitted to share among themselves part of the gains from 
trade with non-members, up to the limits proposed above, by 
paying or allocating lower patronage dividends to non-members 


than to members.+? 


14. Ibid. pp. 7734-5 
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The real force of this proposal is not clear at first 
reading. Jt needs to be explored to see what results it would 
produce when taken in conjunction with the proposal that a 
co-operative shall retain its special tax status so long as 
Sales to non-members do nct exceed 50 per cent of total sales. 
This is done in the first four columns of Table 4 (see next 
page) which shows the net results to members and to non- 
member patrons on various assumptions for the proportion of 
non-member to total business and for the manner of distri- 
‘ution of patronage dividends. The last two columns show 
the comparable result for a business which enjoys no 
exemption. The point of the table is to see the difference 
in net private income remaining after taxes, under the 
various assumptions, from a fixed amount of income before 
the deduction of taxes. This table will now be foll#wed 


down column by column. 
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TABLE 4 


Distribution of a Given Amount of Net Income of a Business Between Government 
on the one hand and The Members cf a Co-Operative or the Private Owners on the other. 


et? 


MERCHANT WITHOUT 
TAx EXEMPTION 


ES pun ne ee 


CO-OPERATIVES 


| er nee rere ee 


With non-member With non-member business 50% of total sales 
business less than Paying Paying 
20% of total sales Paying the same Paying patron- paying no minimum Waximum 
patronage divi- age dividends patronage income and income 
dends on all % the rate paid dividends excess and excess 
sales. to members to non- profits profits 
~~ ee: =" : members VECS » - - baxes, = 
1.-Net profit after all $100,000 $100 ,000 $LOO , 000 $100,000 $100,000 $100,000 


valuation reserves (de- 
preciation, bad debts, 
etc.) available for 
income and excess pro- 
fits taxes, dividends 
and surplus 


2. income and excess 
profits taxes. Nish 9,000 9,000 9,000 50,000 80,000 


5. Balances available to $100,000 91,000 91,000 . 915,000 70,000 20,000 
be distributed to the bene 

ficial owners in the case 

of the co-operative or the 

iegal owners of the busi- 

ness without tax exemption. 


4. Distribution of this | ~ 20,000 45,500 50,353 nil 
balance (a) to non-member 
patrons (b) 80 -100,000 45 ,500 60,667 91,000 
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The first column takes the case of a co-operative in 
which non-member business is not in excess of 20 per cent and 
which, therefore, has complete tax exemption. Therefore the 
whole $100,000 goes to the members or patrons and nothing to 
the state, The distribution of this sum will depend upon the 
by-laws of the association. If all business receives the 
Same rate of patronage dividend, then the members draw no 
direct benefit from the non-member business. There may be, and 
probably are, indirect benefits from increased volume but these 
Will be neglected here. 

If, however, non-member business equals 20 per cent of 
the tctal and patronage dividend is paid on it at one-half the 
rate paid to members, then the amount received by the members 
becomes eight=ninths of the whole, or $88,889, and the non- 
members one=ninth or $11,111. The members have, therefore, 
received as individuals a profit of $8,889. as a result of 
the non-member trading done. This is an Cores Of LIE wer 
cent. 

Oolumns II, III and IV compare the results where there 
“is 50 per cent of non-member business but different bases for 
the distribution of patrunage dividends. In each case, the tax 
fis computed un the last 30 per cent of ncn-member business at 
the minimum rate of 30 per cent. Therefore, the government 
receives 9 per cent of the total income of the business and 
the members and patrons share the remaining 91 per cent. 

Culumn II shows an essentially unstable situation. In it, 
the tex is treated as a general charge upomw the business and 
patronage dividend is distributed at the same rate to members 
and to nonemembers alike. As a result, the share 9f the owner-~ 
patrons shrinks from the $50,000 which it would by hypothesis 


have been without member business, to $45,000. That situation 
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-7790- Prof.McDougell 
could last only until the members, who after all have the 
sole voting power, decide that the non-member business should 
Dear Giese Whole of The tax due Go 1ts presence. This would 
at once lift the dividend to patron-owners to $50,000 and 
reduce that payable to non-member patrons to $41,000, (That 
is $50,000 minus $9,000. 

Columne [il and IV illustrate the cases in which tax is 
still a general charge against the whole business. In Column 
III the dividend to non-member patrons is at only one-half the 
rate paid to owner=patrons. In this case the owner-patrons 
receive 60,667, or an increase of 21 per cent over the wy50,C00 
they would have received if there hed been no non-member busi- 
nesse lf the whole of the tax were charged against the non- 
member share of the patronage dividends, then the distribution 
would read as follows: 

~ Dividend to owner-patrons 366,667 
- Income tax on non-member portion of earnings 9,000 
-~ Net dividend to non-member patrons 24,555 __ 
$1LOO, 000 
in this case the profit accruing to the owner-patrons as a 
result of the non-member trading is 33 per cent. 

In Column IV it is assumed that the co-operative pays 
no dividend to its non-member patrons. This mey arise for any 
number of reasons. Jt may, for example, be done to encourage 
membership in order to hold its status as an exempted in- 
stitution. It may be because the co-operative is in a commun- 
ity in whieh the floating population is high. ‘Jn any case, 
the dividend to the owner-patrons becomes $9}1,000, or an 
increase of 82 per cent over the proportionate amount due to 


their own patronage of the co-operative. 
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Columns V and VI show what happens to the private 
business making an identical profit before income and excess 
profit taxes. The net advantage of the co-operative runs from 
a minimum of $21,000 to a maximum of $71,000, depending upon 
the excess profits status of the private business. 

MR. ELLIOTT: Are you speaking of incorporated or 
unincopporated concerns? 

PROFESSOR MeDOUGALL: Incorporated. Once you pass 
the $5,000 limit under the excess profits tax it applies either 
way. The Co-Operative Union mekes a simple proposal for 
the handling of non-member business. It is business which just 
can't be avoided. Only by attracting a non-member into the 
Go-operative store can they hope to win him over to membership. 
But as a result of following that perfectly normal and natural 
competitive practice, they would find that the members( share 
of total profits had increased by anything up to 82 per cent 
over the amount attributable to their own buSiness as a 
result of the additional non-member trading. 

The next recommendation is that investment income, 
whether arising from the investment of necessary reserves or 
from the retention of patronage dividends allocated but 
unpaid, shall be exempt from income ne No reason is 
offered in defence of this proposal. 

Interest is not paid upon war bonds held by @ co-# 
operative because of the loyalty of its patrons... It is paid 
because the co-operative, as a legal entity separate and 
distinct from its members, holds a legally enforcible claim 
upon the Dominion Government. The exemption of such income 
from taxation would be a bonus to co-operatives for which 


there is no shred of justification. 


16. Ibid. p. 7735 
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The examination upon these recomaendatious provides many 
interesting sidelights upon them. It is explicitly recognized 
that all income earned on business done with non-members is 
properly taxablet? even if profits earned on business done 
with members were declared not to be taxable income. 

It is implicitly admitted that a co-operative does earn 
an income from its transactions with its own members, 18 An 
attempt is made to pass it off as a "net surplus for distri- 
bution. +9 To that one can only say that when the competitors 
of co-operatives, buying from the same Suppliers and selling 
either to identical or to wholly similar consumer groups, make 
a "net surplus for distribution", the Inspector of Income Tax 
is very firm in holding it to be a profit or gain subject to 
tax and they are allowed to retain enly that part’ of it which 
is left over after that tax has been paid, 

The argument which was so frequently urged at the beginiulng 
cf the Proceedings -- that co-operatives fulfilled such a val- 
uable Shevet function that they ought to be encouraged by tax 
exemption as well as in any and every other way possible -— 
is ultimately deserted. It is not withdrawn; but it is de- 
finitely neither advanced nor relied on. “9 The only ground 
remaining in support of so extraordinary a privilege is that a 
co-operative shall receive it because it "provides service at 
cost for its members ....all moneys remaining in its hands 
after payment of all costs......"-4, In other words, even 


though all that income is retained within the business to 
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finance its expansion, no tax shall be levied upon it because 
it is specifically allocated to the accounts of the members. 
Wherein does the economic effect of this differ from the case 
of the corporation which also pays nothing to its shareholders 
and puts the whole of its earnings to surplus? Yet the 
earnings which remain under its control are the earnings after 
income and excess profits taxes have been paid, and not the 
whole profit free of tax, as in the case of the co-operatives. 
These recommendations are put forward as Stabilizing the 
existing situation.<“*. They are, in fact, an attempt to enlarge 
them greatly and to embody those enlarged privileges in a 
section of the taxing statute which would thereafter be left 
unchanged for a long period, because it would have behind it 
the prestige of recommendation by this Oommission. Under 
the conditions of 1939 this would have been a most extraordin- 
ary claim; under present conditions when the necessities cf 
the central government are so great and so pressing, it is 
indefensible. 


The Recommendation of the Federation 
With the Reasons for it, 


The Oanadian Retail Federation has no desire to Foxe) 
beyond one simple recommendation. It believes in and recommends 
the full equality of all tax-payers. Of necessity, that 
objective cannot be completely realized. But any departure 
from it should be an unavoidable consequence of unforseeable 
clroumstances. They should not be embodied in the taxing 
Statute itself. What is said below is an elaboration only of 
that basic theme. 

Exemption granted to a retail co-operative is a gross 
and indefensible breach of that basic rule. The individual 


proprietor of a retail store must pay personal income tax 
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upon the whole of his taxable income from it. It is some- 
times argued that just as the proprietor of a business pays 
personal income tax so does the manager of the co-operative 
store, This is a misleading comparison. Let it be supposed 
that two stores -- one private, ohe a consumer co-operative 
~~ exist which have always been and now are completely con- 
parable in every respect except ownership. In the years 
1956-39 each was able to pay 3000 as drawing account to the 
owner and as salary to the manager of the co-operative res- 
pectively, and neither one had any surplus earnings over 
that sum. 

With rising volume in the war period profits of both 
increase to $8,000. The owner of the business is charged 
15 per cent tax upon the additional $5,000 , as a profits 
tax and is thereafter liable to personal income tax upon the 
whole $7250 remaining. On this he would pay about $3,100. 
(married status, no dependents)or a total of $3,850, thus 
leaving the independent owner with a net return over his 
Besicussiery of only S16250,. In the/oase, of the coe 
operative, the sole portion of the gross earnings which 
is assessed to tax is the $3,000 salary of the manager, which 
is taxed in his hands and in his only. The whole of the war- 
born profits of $5,000, which the co-operative has enjoyed 
equally with the indepandent, are left to the co-operative to 
do ae as it sees fit. It can be used for expansion. It 
may be paid out in dividends,, and, if so paid, .is not even 
taxable in the hands of its recipients. It may be allocated 
to the members upon the books of the co-operative, but unpaid 
for any number of years and used in the meantime as a 
working asset. 

This inequality of treatment is all the clearer if 


comparison is made with an ordinary company. Practically 


i ve 
- ; “ 
. i é aoe 
: rool ' sn BY ott) dite 
7 ai 
fi " * beity ~~" J 
>> Bee te ae Sete vs , 
’ ; 5 a f ; 
i. : 
: Ae : 
a % ‘ esha y a , 

_ * 4 A . . J ade i . 7 » ’ 
od 6 t2 goict cemenk odie? sit Who [ee ee 
ae we Bt Laps wf SAS carae + 1 (ii % re $i oh we KAS u WM sli | 
eK 7 ; i s vex 4 “a's rw ~ a Pes 7 — 

. L . > ; 
; ' : ‘ i rie. = 
ef Aut APS at ete Fy a at p rh ree ee 
‘ BR Gee & ae ey ee _— J 
_ : ¥* ; rc dias: ites a Ts i ml At ry pe oe rc 
Wide cree. cy. out “hh tweet eee AGO..OR AOD. SEO ee 
og ' i is 7% st is n ashe = : ae > Oe CP Oe ae eee 4s 2) Say vs Ve 
; oe . 
f ¢ ’ 
bi s by tot oe id . ~ ey 
hits : 4 ahs as 
P- Ff - iJ ‘ ri ae “] , oi4 thre tie 


i ’ 
# ‘ ‘ ‘ey rie ea ey} ef MA ree 1 
, j F hes 
‘ , f ; ay 4 2 Beh Wits By Ane Tg 
. _ 1 v 
‘ \ “ { F yoee ws 
a | hi a ii ae y * 1 if te Bs vt q 
E ‘ P : wus , 
% : ’ . + rey a mr 
: / (ou (biG oF ae thee 
5 . 
i : - ; fon . : v Piety 
“oe pus “ay “f be} 
Spice, BE 
Tf pate stig , Fer by : 
' . 


s * 
, @ “+ te rt 4 e ‘ 
‘ . y Ve : en by 42 tghe 
‘ i F . 
s s a> 
bf . Lc ed 
} y < ert » { ‘ 
} 6 ti ' F 
y ry. he wes ' ' Me 
a , ‘ 
% ¢ > } 
I Hi . Pt i , 
s . 
=? cm | . } ‘4 a. 
is. 1 ie 
L s 
he a 
; ‘ 5 } a ve. 
: ‘ - } 
' 1 neg eer ta, 
* ‘ | et 
; F ; —¥ 
? yee ld ae ys * e 
‘ ° 
i i es 
ae . eo . : . 
' set . x ; on ~ a 
; ’ . " te CP 
i. . ; ages? y - ; 
' . , ‘ 
c a] - © ' ‘ 
\ ‘ <j ¥ Ad 
» . . + 6 g 7 
7 t 3 y , ha oh 14 (A3s 1 
; é 5 
5 ont 2 : ; 
- od ‘ Rs) Whgey.> is 
‘ ~ eer 
¥ 
: 7 ae G Ei p ‘ , 2 P 
i art iy Cs 
i ao tue’ ee 
ory 
7 fe ; oees 
4 « 2) 
3 : 7 
sth y Re add vit 
re al +f \ : ae * 
4 
! . 4 . . 
F : Nets P 
. eee Me: ‘ 


-~77995-— Prof McDougall 
all co-operatives are legally incorporated with all the 
advantages of limited liability, perpetual succession and a 
common seal, just as any other company is. Those others pay 
a corporate income tax for which no allowance is made when 
personal tax is assessed upon the shareholder in respect of 
dividends paid to him out of the balance of inoome Left to 
She corporafion after it has paid the tax levied upon.it. 
Whether the corporate income tax be regarded as a tax levied 
NpGiigoio Very reel priviloce of iIncorporabion, or waether 16 
is merely an attempt to collect money where it can be got quick- 
ly without any particular reason beyond. that crude and basic 
TAG 2S, [On present purposes, unimportant. But itis 
important that the whole weight of the taxing machinery is 
epplied to restriotinge the income of one group of corporations 
TO the pre-war level, while another group is allowed the full 
disposal, free of tax, of the whole of its war-time profits. 

in relation to retail trade, this case may be put as 
follows: I1f the concealed bonus of exeryption from a heavy 
tax is necessary to maintain co-operatives in existence, then 
Pras, clear: proot, cof their dncompetence as distriputors. If 
they could attain a level of efficiency equal to that of 
wheir competitors, then they could. bear the. same. tax,Lload and 
Still do as well, upon the average, as their competitors do. 

If co-operatives are able to operate at an efficiency 
equal’ to that of their competitors so that. the bonus is 
unnecessary, then three results may be expectedi- 
(1) The additional net private gain made by the co-operatives 
can be used to attract custom and to finance expansion. 
Indeed, the device of allocating dividends to members but 
of retaining the cash within the business -- the delayed 


"revolving door" plan -- makes it possible to accomplish both 
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purposes with the one dollar. 

(2) “The pressure of such bonussed competition will reduce 
the earning power of the tax-paying merchants and therefore 
reduce their tax-paynents. The government which grants 

the bonus will therefore be actively reducing its own income. 
(3) The tax-paying merchants will find themselves reduced 

in competitive power and an increasing number of them will 
finally find themselves compelled to withdraw. This tendency 
is already observable on the Canadian Prairies. How long the 
process will take will depend upon the differential in taxa- 
tion which they are required to bear. But... it is certain 
that the change will take place sooner or later with a sub- 
stantial loss of capital to the owners of the business and a 


permanent loss of revenue to the state. 


Therefore, the Federation concludes that, whether the 
co-operatives are relatively inefficient or whether they can 
meet the private merchant upon an even footing, there is. 

a net loss of national income from granting them tax exenption. 
This is true regardless of the position of the Dominion 
Treasury. It depends solely upon the necessity of making an 
intelligent and economical use of the nation's resources. 

On this ground the Federation recommends against the con- 
tinuance of the existing tax favours. The taxing power of 

the state should not be used to build up one group at the 
expense of another at any time; and still less so when it leaves 
the whole nation the poorer. 

Secondly, this is a problem of taxation as well as one 
of commercial competition. Corporate and personal taxes 
provide the hard core of the whole federal revenue system. 

This is a source of public revenue which cannot be treated 


lightly. Jf anything is done to affeot these revenues, 
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=7797 Prof.McDougail 
alternative and equally productive tax sources must be found. 
It is very difficult to make any depéndable estimate of 
national revenues and expenditures in the first "normal" post- 
war year, but present indications are that Dominion expendit- 
ures will originate something in the order of 25 per cent of 
the whole national income even with full prosperity®° and a 
still higher percentage if there is any failure to reach that 
state. 1In an economy so heavily taxed, it is completely 
impossible to leave any section free of tax. Even if the 
unfairness of the existing situation to those who are now in 
business were set to one side as irrelevant, it would be 
necessary to levy equal taxes upon all who trade. No govern- 
ment can safely flout the clear principles of equity. Even 
if it were inclined to do so, the imperative necessity of 
protecting the public revenue would forbid it. Respect for 
principle and the common dictates of expediency alike demand 


complete uniformity in the treatment of all tax-payers. 


25. In 1939 dollars, full employment might mean a national 
income of about $6,200 millions. Expenditures on Dominion 
account can hardly be less than $1650 millions anda may be 
more. The latter is 26.6 per cent of the former. If there 
is less than full employment, it will increase the calls upon 
the Dominion treasury and decreasethe tax collection under 
any given set of rates. 

It will, of course, be recognized that these are 


estimates on which a margin of error is inevitable. 
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Summary and Conclusion 


The intensity of competition between merchants is so 


great, and the average margin of net profit so narrow, that 


at existing levels of income taxation few if any of them can 


hope to compensate by superior operating efficiency for the 


enormous advantage conferred upon co-operatives under existing 


law and practice by freedom from income and excess profits 


taxes. 


Be 


The public as a whole cannot gain from tax exemption given 


to part of it and is nearly certain to lose. 


Se 


4. 


It is shown: 


(a) that co-operatives are economic institutions. They 
do business in the hope of gain. Therefore, if business 
as such is taxed, so should they also. 

(0) that retail business has no tendency to moropoly. 
Therefore, the contention that retail co-operatives are 
necessary for the protection of the public interest is 
baseless. 

(c) that there is no special body of economically under- 
privileged persons, Separate and distinct from the 
balance cf the population, wko are the Special province 
of the co-operative movement. Even if there were such a 
body of under=-privileged persons, the co-operative 
movement is already much too large to be confined to ee 
and it is growing rapidly. Therefore, the analysis of 
the current state of the Canadian economy, on which the 
foundation for the co-operative claim for tax-exemption 


rests, has no foundation in fact. 


It is shown that the Co-Operative Union admits that income 


is earned by co-operatives. Under the guise of regularizing 


their existing privileges (privileges which they find then- 


> 
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selves unable to defend) they propose a vast extension of 
them. 

Se The Federation makes one Simple recommendation -- 
that all who trade should stand on a footing of complete 


equality before the taxing power, neither suffering a penalty 


nor enjoying an exemption. 
All of which is most respectfully submitted by 


THE CANADIAN RETAIL FEDERATION 


P. K. Heywood 
President 


Geo. S. Mongham 
Secretary-Treasurer 
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Appendix I 
The following extract from the Proceedings of this 
Commission, at pages 2421 to 2424, gives in full the examina~ 


tion of Mr. Savage, Secretary-Treasurer-of the Ontario Co- 


Operative Union, by Mr. Elliott. 


Page 2421 

"By Mr. Elliott: 
Qe In that same section, in the comparison between Prot. 
companies and co-operatives, I take it that the purpose of the 
section, the reason why it has been included, is to show tha 
there is a difference in the objects for which the two sorts 
of companies are organized? A. Yes. 
Q. That is probably the main reason for PULtIne thay ings 
is quite difficult demonstratively to discover the purpose? 
me Os. 
Qe I would lixe to go through with you a number of these 
points and ask what you think is the Significance of the differ- 
ences from the standpoint of administering taxation. To begin 
with, on page 17 you say: ‘Cooperation, on the other hand, ls 4 
union of persons who subscribe capital for the purpose of 
providing themselves with goods and Services: at cost.!’ There 
is one preliminary point there. Presumably the members get an 


advantage through subscribing this capital? <A. Yes sir, I think, 
that is so, 


Page 2422 


Q. And that advantage is an inducement which leads them to 
subscribe capital? A. That is the principle of the cooperative. 
Qe You say: 'The inducement held out by cooperatives is not 
profit, but saving, and service by the members of the co- 
operative for themselves. That Saving and that service depend 
upon the use of invested funds -- in part? As Yes. 


Q- So that the members obtain an advantage from using their 
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funds in a cooperative organization? A. That is right, I 
think, yes. 

Q. I have asked this question a number of times before’ Is 
there any way of measuring in dollars and cents the advantage -~ 
I am excluding the sncial advantages -- of the saving that they 
get from this method of procedure? Ae I could not give you any 
fixed measure for it. It seems to me that it can only be deci- 
ded at the end of the period of operation as to what the practi- 
cal or financial advantage is to the member from the use of his 
cooperative, and it might vary in different cases. 

Q. You are thinking of the patronage dividend now as a measure 
of the advantage? A. Yes. 

ents 2S you Suggest, the cooperatives, speaking of the 
consumer cooperatives, changed their policy to charging lower 
than the current price, then the patronage dividend would no 
ichger measure the advantage obtained By the members from acting 
cooperatively? A. I would say it would not accurately measure it 
it. 

Q. And if x , as sometimes happens, the cooperative organi- 
zation were to charge a somewhat higher price than other stores 
in the district the patronage dividend in that case would not 
exactly measure the advantage to the members? A. I agree. 

page 2423. 

Q- Do you consider the inducement that you hold out to your 
members to subscribe capital to be as strong as, or either 
stronger or less strong than, the inducement the ordinary com- 
pany holds out to the prospective buyers of its shares, or have 
you enough experience to offer an opinion on that question? 

Ae If I may expres an opinion on it, I weuld say that the 
cooperative does offer a @reater inducement to its members to 
invest funds in the organization than a private company does. 


Q- Then why are not all funds invested in cooperatives? 
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A. That is one thing we cannot understand, sir. 
Qe dn the raising of funds, then, you do not feel yourself at 
any disadvantage as compared with the non-cooperative con= 
panies? A. No, sir, I do not think we are in so far as the 
raising of funds is concerned. There is no disadvantage 
that I know of. 
Qs You say: "A cooperative is organized to provide goods and 
services for its members, and as a corporate body it is merely 
the agent of its members." Would you say in the same sense 
that the non-cooperative comporation was the agent of its mem- 
bers in making profits for its members? A.Not necessarily so, 
Q. Will you explain what you mean by "not necessarily so"? 
A. In the first instance, in the case of a cooperative, it is 
organized with that object in view, that is, the object of 
supplying goods and services for its members. In so far as 
the profit company is concerned, it is not organized with the 
object in view of providing goods and services to its members 
whom I class as Sherehotcers, but. rather to a third party, The 
peer in the case of the profit company is to provide a 
profit for the shareholders, but they provide goods and ser- 
vices to a third party who is outside the shareholders. 
Qe My question concerns the idea of acting as agent, however. 
Ae In my opinion, sir, the private company does not act as 
agent for its shareholders. 
Q. Even in the making of profits? A. Maybe in the making of 
profits, but not in the provision of goods and services. I 
think I can agree that it acts as agent for its shareholders 
in the making of profits. 

THE CHAIRMAN: I suppose you admit that purposes and 
performances are not quite the same? 

THE WITNESS: I agree, sirs 

(End of examination by Mr. Elliott) 
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MR, PARKER: I understand that Professor McDougall is 
here now in his capacity as a witness but rather as the ad~ 
vocate of a cause, and on the assumovion that conceivably I 
may be asked by you gentlemen privately if I have any comments 
to make on his argument, I should like to have persmission, 

Mr. Ohairman, to ask him to clarify one point for me so that I 
in turn may be in a position to evaivate properly what his 
argument adds up to, 

THE CHAIRMAN: I think that is proper. 

MR. PARKER: The question is this. I understand, Professor 
MceDougall, that in a word your argument includes among other 
things the proposal that the entire amount of patronage divicends 
so called should be treated as income and taxed accordingly. 
Am I correct? 

PROFESSOR MecDOUGALL: Yes. 

MR. PARKER: Do you agree with the Suggestion that the 
money which represents the patronage dividend might be divided 
up according to the souece from which it came ana the elements 
of which it is comprised? 

PROFESSOR McDOUGALL: Yes. 

Mr. PARKER: I think you see my points By way of illud 
tration I put this to youe Take a wheat-grower who has a bushel 
of wheat to sel’... Now I am speaking not as an economist but 
as I presume any plain ordinary farmer or business man with a 
little common sense would Speak. We know the value of that 
bushel of wheat; it is in the vicinity of a dollar -= 90 or 935 
cents or $1.10. Anyway it is around that figure. The farmer 
Says to the co-operative, "Sake my bushel of wheat. All T want 
to-day is 10 cents. I know I shall get another 70 or 80 cents 
some time." That bushel of wheat is taken and put through the 
usual processes and sold. On what principle do you say that 


the spread from 10 cents to 80 cents or 90 cents or whatever 
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it may be. wnich he receives back, can justifiably be 
called income in the hands of the association and taxable 
as suche Have I made the point clear? 

PROFESSOR McDOUGALL: If I may re-state it, there is in 
the final payment some part of the normal commercial price 
of that bushel of wheat as at the time it was received, 
and there is a second part which is clear PrOrlt on trading, 

MR. PARKER; TI am not trying to designate what the 
balance is. I am confining mv remarks to that part which he 
has received. He might get ten cents or twenty or thirty 
or he might be overpaid. I am merely asking you to explain 
on what principle you say that the Spread he gets under the 
name of pasronage dividend should be treated ag income in the 
hands of the association and be taxed as such. 

PROFESSOR McDOUGALL: The preblem is administrative 
rather than logical. 

MRe PARKER: But the administration has to face the same 
problem. 

PROFESSOR McDOUGALL: Only payments made before the end 
of the fiscal year would be treated ag payments on account of 
cost, and anything paid after that would be Clearly protise 
The amount that is paid before the end of the fiscal year 
might include some element of profit, but you must make a 
breaking point somewhere. 

MR» PARKER: I am merely asking you to tell me on what 
vuheory or on what basis you say that the spread to which I 
ca. your attention should be treated as income in the hands 
of the association. 

PROFESSOR McDOUGALL: There are two perfectly clear and 
logically separate things there, finsty the: fulblipurehasr 


price of the wheat, and secondly, the slement of »vrofit 
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resulting from trading and ownership of capital. The 
problem is an administrative question of establishing the 
objective break between the two. 

MR. PARKER: Supposing you were the administratire ofiigial . 
how would you solve it? 

PROFESSOR McDOUGALL: I would say that anything paid before 
the end of the fiscal year would be a repayment, and what was 
paid out after would be treated as profit. It may be that what 
is really at issue is not the question of co-operatives as such 
but the question whether you can make the existing tax structure 
work, and my idea is that it will not work. 

MRe PARKER: I was trying to keep it to one point. 

HR. ELLIOTT: It seems to me that two questions aoe been 
answered together there. Suppose it were possible administra- 
tively to divide the amount between the remainder of the ordinary 
price and profit, would you be in favour of vaxing the remainder 
of the ordinary price in the hands of the co-operative? 

PROFESSOR MsDOUGALL: No, I would not. 

MR. ELLIOTT: When you say it is an administrative problem 
mourarc NOU in favour, if it cen be avoided administratively, of 
taxing the remainder of the ordinary price, but you are in favour 
of taxing the remainder which is profit. 

PROFESSOR McDOUGALL: The remainder which is profit. 

THE CHATRMAN: The element of profit that enters into the 
patronage dividend vou would tax? 

PROFESSOR McDOUGALL: Yes. But as co-operatives: rise in 
relation to the total volume of business, wnat is a fair market 
price becomes an increasingly tenuous thing and when they hold 
75 per cent of the market you do not know what the market is. 

MR. ARNASON: ‘Do I understand you tc say that that part of 
the price which is refundabie to the farmer before the end of tho 


fiscal year you would not considef ag profit in the hands of the 
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PROFESSOR JSeDOUGALL: Not on the basis of principle, but 
purely as an administrative rule, 

MR. ARNASON: Suppose that in the normal course of handling 
the wheat it is not possible for the association to dispose 
of all of the wheat before the end of the fiscal year -- that is 
the end of the fiscal year in which it was delivered -- assuming 
that it is impossible to move it because of transportation diffi- 
culties or because the market will not absorb it, do I under- 
stand you to say that you would treat that part of the payment 
which might have to be held over beyond the end of the fiscal 
year owing to these factors, as profit in the hands of the co- 
operative? I am not trying to put words into your mouth, 

PROFESSOR McDOUGALL: I see your point, but that is taken 
care of by the ordinary accounting rules. You have a Proiaticr 
a loss in your hands at the end of the years You will make vour 
calculations at the market price as of the close of your year. 
If you close your books on the 3lst of July the value of the wheat 
on hand will be entered as of July 31. If in the following fiscal 
year you sell that wheat for more than shat closing market price, 
you will have a profit and if you sell it for less you will have 
a loss. It is an administrative problem rather than a problem in 
logic. We all agree in logic that there is a fair commercial 
value of the wheat at the time it wags bought and secondly, an 
amount of profit made through ownership of capital and by trading 
in wheat. It is entirely in connection with the producer co- 
Operative that this problem appears, 

MR. ELLIOTT: I understand that in the retail fiela your 
argument is that the patronage dividend constitutes a distribution 
of profits of the ecn-operative society. 


PROFESSOR McDOUGALL: Yes. 
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MR. ELLIOTT: Not a reduction in price. 

PROFESSOR MeDOUGALL: Quite. 

MR. ELLIOTT: On page 28 of your written argument you say: 
"The additional net private gain made by the co-operatives can 
be used to attract custom and to finance expansion.” I think 
I understand what you mean by Saying that it can be used to 
finance expansion, but what have you in mind when you say that 
it might be used to attract custon? 

PROFESSOR McDOUGALL: The provision of better buildings, the 
maintenance of larger stccks and everything of that kind is conm- 
pletely open to it because it has more money 

MR. ELLIOTT: You are exoluding that from financing expan 
sion. 

PROFESSOR McDOUGALL: It does both. If you carry a larger 
stock it is expansion, and it attracts custon. 

MR. ELLIOTT: That is what you have in mind, rather toan 
the attraction of custom by giving patronage dividends? 

PROFESSOR McDOUGALL: Yes. I have found an extreme reluct~ 
ance on the part of retail co-operators to depart from the 
existing prices set by their competitors. 

MR. ELLIOTT: In England we find that the custom varies 
in respect of different gonds and also with respect to different 
societies. Some societies apparently charge fairly high prices 
in order te be able to return quite a large amount to their 
members at Christmas or at some other convenient time. Sn far ag 
as our Canadian societies are concerned, I do not recall any 
evidence in that regard. How would you regard such returns 
of fairly large amounts apparently attributable to the fact that 
the customer pays more than the ordinary market price for some 
articles? Would you regard that as a distribution of profits? 

PROFESSOR MeDOUGALL: I think that for the purposes cf 


taxation you would be compelled to do so, leaving it to the 


a » oe a STE en 
- Wear a 
y + Aiea 
0 7 ee 
lk A ¥ i) 
“vil \ 4 
B . Noe 
i mi he 
Ua Tiel 
pi 
ri 


Rater: i) ae kth 1 5 TT _ 


Beng Mer iacuia~6e ONG yi O* eet IO COTE te 


EDGE Sie he ane sna ea a OT ae ope eee ol Vea 
ae” t Pe . , ea ‘¥ i 4 that k m e oP & Ti ery ria : 30 ee ear i 


A ee an Cie. Snes lee ; 
‘ADS aye we - a = : : 
Ma ts > es ag htontoy: a ae 
a) ge Ld j +t te ‘ oo 2 e % ts ‘ 
ae eS ’ * i ay 2 an arnt ~ == 
i Resi st 
ae fox be ee a Peel, Parag af r z . S aey 
a 


. 


a J 
Pe Pack ad’ na AD dosed abivee Wt Beek ee "Foal seadtabae § 
BG Wien sew: anit ‘wt oe eved fome eee (ad keuhaite: sox 
otedo Chants of bose oe tke 


MU Raw ih tek Kase sd $s gore tere  Upaaodelt Seaman, 


ge hack? ot Ben. Podhns rssh: 


— 


Sz Hae i : ; aap P 4 We a 
" : Pe Bs 4 ~ ; 
: , vw eae ret 2 qe eed wt’ te nSqo vate 
By al Ws HEM oie ye ib : ey eee Jain! same 0m 
‘ ; Zz he PPL gig, ike Vie % at Gora a POLLae, oe 
‘ : 
: » 
te f Oa 
re a ; so ant ; jae 
Maen eb rem ot tae : 5 a as f : ve . ort . *? f Me sinner oe 
Ye 7 ov J 7 , t ie hal Af ow e Seu) ie hon AOGGne 0 
*. a Pa * 
i ; , =i AS oo i 
5 oe , ak aay feteny Ty CPA 
A hi [ , ‘ Ch eee 76 ry) Leer «FL, 
~ P rs * = 2, yi 
: , fi et 2 oa) PS Ih 
i SE : : oe ae A 
2 “4 4 ” ae tan te tri - Apr try VeTCyY & ‘2 
rf | LAG BRT TONS, 
‘ 
B I Gi fh, 
; vii 7 a 
z \ ri ‘rv ‘ 
‘f . 
vy 
ie bill, ae ily ye 
° py yt o Fy 'O ' ils 
: A He . 
j J Te? Lb Lf 
. 
, : OO Du )ts 
\ 
é as y 


i : . ; 
, amg a pace a oe see ot 
(uo wor OTP we Fist i bbe 
: 4 
rf 4 e ane) pecs 8 : 
; ii ae OG re 1 fg 
are Fee eh) is Stour 
on r ’ fy ‘ 
r 
, ~) a Lm ee ot : i 7 
r ~ 
Dae Aa 
: See f i‘ 
i } 3b a). bo ) ‘ Li — ie Ay 
ri ¥ be a? f 
< — v r Cis 


«7808- Prof .MecDovgall 
society to adjust its operating practices in the light of 
the tax situation, 

MRe ELLIOTT: Presumably there is an administrative as 
well as a logical answer. Logically, how would you regard it? 

PROFESSOR McDOUGALL: I should think that probably there 
was an element, a fairly small element,that might be considered 
an overcharge. There would be a willingness on the part of 
people to accept an overcharge within limits, provided they 
thought they would get it back anyhow along with the trading 
profit; but if there was any question of its not coming back 
the practice would change. If I remember rightly the Timmins 
Society used to pay dividends on capital stock and when these 
were Subject to 40 per cent in the hands of the shareholder | 
they paid nothing but patronage dividends which were untaxed, 
That is the kind nf adjustme:t I have in mind. 

MR. VAUGHAN: Suppose a co-operative decided in advance 
that its profit would be so much and it was all paid out before 
the end of the year, there would be nothing taxable in that 
case if you based it on the time factor. I wonder if you have 
given serious consideration to the question, or would you care 
to give an answer offhand, as to whether that time factor 
is a sound way of making the division. 

PROFESSOR MeDOUGALL: I am very doubtful of the possibile 
ity of doing anything to bring the co-operatives inside 
income tax and that is why I say you may be compelled to push 
the whole thing to one side on the ground of its not being 
workable. As a rough rule it would probably work not too badly 
and it would work worst of all in those types of business 
which were completely open to forecast of results. Any co-= 
operative in a quiet and settled community would almost 


certainly pay out everything -- any producers! co-operative -- 
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7 -7809- Prof McDougall 
and have nothing left to tax, and it would be perfectly clear 
to those who were administering the Act that they were 
climbing out from under it, that they were not paying income 
tax on clear income because the rule favoured then. 

MR. VAUGHAN: You have mentioned producer co-operatives. 
Would you say the same of consumer co-operatives? 

PROFESSOR McDOUGALL: In the case of consumer co-operat- 
ives, if they so elected they could under the corporate income 
tax price goods so low as to have no profit, and I do not see 
how you would reach them. 

MR. VAUGHAN: I was thinking of the time factor when I 
asked about consumer co-operatives. It would be easy in 
December, if the year ended at the end of December, to deter- 
mine what patronage dividend could be paid and pay it in Decem- 
ber before the close of the year and by that means there would 


be nothing to tax. 


| Hii OTR ROT. sauaiiee ies |)! 
05 te SE ee ihe : 
Bent re esteT ed. itirow oh bas xe? og oksenldton ets 


meen tedky Tal: a ec sh eit, ats srpitn brent ae 


Baum |esvnd Ioq eYow vey Fads: eas sot “iw9 saldietito 


ene By, “4 ae 
HEC 


i ~aened “sneaoet Sele oe aed | 


ig ae 


~ 
yr 
a 


=? 


ede Betwovey, ela oily ¢ 


emeeey | '*) ee inet 
Beem tesocoos scorbhe xt, ee iw sisi uot ad ae 
Sey ifetego~os-enwemen te Lene at wa HON: Bison 


° 


Bee TOe OS THE GON To Gaye wie As LNOUUCL agement 


Mn Bret Og wit Say, Who, eqs > oveete. 18 ed +h 1sovk: 


a ‘ : ‘ \ ; , , re ; = 
me Fok ob] es titers an eved of #8 wad on shop se ig, x98 
i i =~ af Sei. ate 
; on? Apa ° re oe 


er 
* 
~ 
ie 
lh 
Se 
t - 
a 
] 
ee 


ia ak Fi FatowGe orn Boo due da pista 


, ~ Piaf o.°1: ian a +f flee ‘ bgt re ie maT Lewy eit fr 4 a inednegeitid 
Roa ee, 5 ‘ Xs 
4 % we : 1 “> i } id ; 7 ; ‘. y ; | ; - tort Sy ad tadw sakes 


fi ; vec re ar _ YA to 5s to ot onoted na 


: ated. of % webethout 4: 


“ 


-7810- Mr. Steer 
Argument on behalf of 
United Grain Growers Limited 

Mr. G. H. STEER, K.C: In what I have to say I shall 
endeavour to avoid any unnecessary repetition of what has been 
Said or any unnecessary references to our brief or to the 
evidence that has been given. 

We started out to make a case for this company under three 
distinct headings. First we said that the company is a co- 
operative now, and that at all times has it been such, a farmers! 
co-operative in structure, in intent and in mode of opePation. 
The second point we make is that that co-operative has been 
discriminated against with respect to income and excess profits 
taxes as compared with other farmerst co-operatives; and the 
third point we make is that the company seeks no preferential 
treatment. It is prepared to meet any competition on even 
terms, but it thinks that the tax Laws should bear evenly as 
between its competitors and itself, no matter who those com- 
petitors are, 

From that point of view the situation is set out at 
page 53 of the brief in language which, with your permission, 

I should like to read because it puts the matter very succinct- 
ove 2 duote < 
"The company has been in existence for nearly forty 
years, It started in 1906 in a small and humble way. It 
has eeepered.. and grown into : very considerable size. 
Throughout its history it has met privately-owned compe- 
tition on even terms. It has never sought and does not now 
seek any preferential treatment for itself. It has faith 
in the cooperative way of business. It believes that co- 
operation is a vital and living force which under proper 
guidance can continue to exist and flourish without any 


Special advantage over competitors.” 
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~78114 Mr. Steer 


It is apparent that this company is not Seeking to 
get itself from a tax-paying into a tax-exempt position, 
but if concessions are to be given to co-operatives -- and 
we have pointed out that there are certain grounds on which 
perhaps these concessions ought to be given -- then we have 
just as much right to such concessions as any other farmers! 
organization. 

This company prides itself on being the oldest co- 
operative in Canada. Its primary concern is to see that its 
farmer membets are enabled to operate at the lowest possibie- 
cost and to obtain for them the largest share of the price 
of their products 

The company thinks that section 4 (p) of the Income 
War Tax Act was not enacted with the intention of having the 
effect that it has had, namely, of creating a serious tex 
discrimination among farmers! co-operatives which are 
equally co-operative in structure, in intent and in mode of 
operation. That discriminationwe have described in the 
brief, and it has been referred to in the evidence, and I 
should like to say here that whether that discrimination 
flows from the words of the section itself or from what 
may be an erroneous interpretation of those words it has 
created a discrimination which this company claims the 
right to have removed. 

At the same time, the company urgcs that, for reasons 
which appear in the brief, the method employed to remove 
that discrimination should not be the complete taxation 
of co-operatives, and it hag made certain recommendations 
which the Commission will consider as to a proper middle 
ground between the extremes of complete taxation and com- 


plete exemption. With those recommendations I shall deal 
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Later. 

The company is glad to note in the evidenoe recognition 
of its co-operative status. That was given by the Alberta ana 
Grande Prairie Live Stock Go-operativéss The evidence discloses 
that this idea of live stock co-operative selling was first pro- 
moted by this company. It founded the business and organized 
local shipping associations and finally transferred those facil- 
es to locals to be operated by themi 

In addition to that, both the Alberta and Saskatchewan 
and indeed the Manitoba Pools have recognized the co-operative 
status of this companys They recognize the company's services 
to the movement as exemplified in the early struggle with the 
Winnipeg Grain Exchange and the railway monopoly with respect to 
elevators. Indeed it was this company that first suggested the 
pooling idea and they assisted the pool, particularly in Alberta, 
with loans of money and by financing a seat on the Winnipeg Grain 
Hxchange. 

The evidence also shows that the company is so far co- 
operative inherently that throughout its history it has empended 
$400,000 in educational efforts which are generally recognized 
as characteristic of the principle. We refer to this evidence 
first because the company takes pride in what it has done for 
the farmer through the co-operative movement. We refer to it 
secondly because in our view it is the most cogent evidence you 
can get of the truly co-operative nature of the organization. 

It is only such an organization that would do the things to which 
I have rererred, and we submit that it is a very anomalous 
Situation that an income tax law should be enacted intending to 
exempt co-operatives wholly or partially while having the effect 
of depriving this company of the benefit of the 6¥emption which 


was intended for co-operative concerns. We look upon it as 
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-78135- Mr. Steer 
fortunate that the Commission was able to examine the British 
situation. 1 have no reason to know what you gentlemen found 
when you were in Great Britain. I predict that what you fou..d 
was a group of organizations with share capital as their founda:- 
tion and share capital in large amounts. You found organiza- 
tions which recognize the obligation to pay interest or dividends 
on their stock before any patronage dividends are paid. You 
found that neither such interest nor patronage dividends were 
taxed in the hands of the corporations paying them. 

I make these statements on the aubhority of what is con- 
tained in a recognized work, "The Law of Income Tax” by 
KH. Me Konstam, Ninth Edition, at page 153. I do not know that 
on such a hot day I ought to read much, but may I read what they 
says 
"Tt has already been seen that ‘mutual’ trading companies 
and societies, including societies registered under the 
Industrial and Provident Societies Acts, are made liable for 
profits of mutual transactions; but that bonuses, rebates and 
so forth, returnable to members, and calculated by reference 
to the amounts, or the magnitude, of transactions with those 
members, ere deductible as a trade expense. In addition, such 
‘registered bodiest are allowed relief from tax in respect of 
‘share interest', that is, any interest, dividend, bonus or 
other sum payable to a shareholder by reference to his hold- 
ing, and of 'loan interest’, that is, any interest payable 
by the society (whether to a member or other person) in 
respect of any mortgage, loan, loan stock or deposit; the 
interest need not have been actually paid in either case, but 
must have been credited to the person entitled. Such 
interest is to be paid without deduction of tax; the reeinient 
will be liable to tax in respect of it if his total income 


is within the taxable limit." 
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-7814~- Mr. Steer 


That statement is based upon the tax provisions which 
your Commission will find conveniently set out at pages 447 
and 537 of the same work. An examination of these statutory 
provisions shows, I suggest, the accuracy of the summary which 
Il have just read. I suggest that you found that there was 
what amounts to a delegate system of Votine«: (It. 2s true 
that apparently the retail societies! members meet together 
individually but it is equally obvious, I suggest, with regard 
to the federated societies and the big wholesalers that you 
have in them what amounts tn a delegate system of voting and 
you have it, in our submission, for exautly the wame reasons 
as prompted the development of that system in the pools and in 
Our government. You found those organizations organized in 
the way I have suggested and engagine in a multiplicity of 
businesses manufacturing many lines. You found probably that 
the Scottish Wholesale Sosiety had a line of elevators in 
Western Canada. You found that producers’ co-operatives were 
engaged in supplying their members with farm Supplies just as 
this company and the United Farmers of Ontario have done, 
and you found reserves accumulated neither paid: out nor 
allocated. 

From these facts, observed by you, and other facts, 
we have no doubt you will agree that this company has been 
properly recognized as Sl eS aaa by British authorities, 
Fay and others, who are referred to in our brief. From this 
point of view this company would be almost prepared to 
allow its status to stand or fall on what you saw in Britain; 
for we think that if you deny the status of a co-operative 
to this company you will have to deny it to all those British 
organizations which you saw, since we are all organized in 


the same way. 
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May I refer for a moment to the methods of finance used 
in Britain. They are fully described in Garr-Saunders 
"Consumerst Cooperation in Great Britain”, which I have no 
doubt is familiar to you, and they show huge amounts of capital 
~- £169,000,000 in the retail societies, increased by an 
accumulation of reserves to £229,090,000. The accumulation of 
reserves is something that is not unknown to the British co- 
operative movement. It is big business, and the wheat trade 
in Western Canada is big business, and there seems to us to be 
a great deal of confusion of thought when you are talking about 
size only with respect to co-operatives. In Vancouver and 
Edmonton there was submitted evidence in which there appeared 
the term "true co-operative", from which the implication was 
sought to be left that a small grnup of individuals joining 
together in either a consumers' or a producers! organization 
would properly be designated as co-operative if they operated 
within the principles, but when such a business, either producers 
or cunsumers, expands so as to operate interprovincially or in 
& national way, then for some reason the mere size of the organs 
ization is regarded as precluding it from recognition as a real 
co-operative. 

This Company recognizes no suoh distinction whether on the 
ground of size or on the ground of variety of business or the 
kind of business it does or on the ground: of taxation or no 
taxation. It may well be that the ruling of the Income Tax 
Department to which reference has been made in our evidence and 
in other evidence, to the effect that if a company pays dividends 
on its share capital it thereby ceases to be entitled to 
recognition as a co-operative or as a company which is entitled 
to the benefit of section 4(p), may or may nov. be corrects. Lf 


it is correct it may lead to the taxation of an organization, but 
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but it has no bearing whatsoever on the question whether or 
not that co-operative is entitled to that designation. We 
think too that those of you who visited the United States 

found there evidence which supports our contention. You found, 
we think, that co-operation there, probably of the magnitude 
that exists to-day, is of much Later development than in the 
case of Britain. You found that the Rochdale plan was not as 
closely followed as it has been followed in some organizations 
in Canada, owing probably to the impact of the income tax laws 
upon that situation. But you found business with non-members 
allowed up to 50 per cent. You found that the capital was fur- 
nished not so much by deposits of loans as in England, but more 
along the line that has been adopted by this company of bank 
loans, mortgages and preferred stock, all of which are recogni- 
zed as proper media through which to finance a co-operative 
venture. 

Now in our brief at pages 16 to 18 we have given some 
authority for what constitutes a real cO-operative, and I do 
not intend to repeat what is there stated. I should like to 
refer the Commission to the Year Book of the Encyclopaedia 
Britannica for the year 1945. In that book, at page 211, 
it is stated that the essential Rochdale principles as adopted 
by the International Oo-operative Alliance to meet the needs of 
s0-operatives of varying types whould be these: open member~ 
Ship, that is the right of anyone to join on the same terms 
as existing members; one member, one vote, irrespective of the 
amcunt of invested capital; limited interest on share capital; 
the right to return trading surplus - to members either in 
dividends on their trade with the co-operative, or in common 
(8erviess;; the devotion of a proportion of trading surplus 


tc educational work. 
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We say that by and large this company has answered the 
tests that are set out in the brief and it answers the tests 
that are contained in that quotation I have just given. What 
we say is that we do adhere in this company to true Rochdale 
principles. In the cross-examination cf Mr. Law, there were 
Some suggestions to the contrary. It seemed to be suggested 
that possibly this company, both in organization and in busi-~ 
ness methods, might depart from Rochdale principles, It 
Seemed to be suggested that the delegate system of voting 
which we had adopted was not democratic. It seemed to be 
Suggested that the fact that we have subsidiary companies pre- 
vented us from being a real co-operative. 

With regard to organization and business methods the 
Chairman, at page 7125 of the evidence of Mr. Law, referred to 
the use of the word "substantial™ in reference to the extent 
to which this company adhered +o the Rochdale principles. 

That word "substantial" was used deliberately. In our sub- 
mission, it is not to be expected that you can take a consumers 
movemen* from a densely populated area like Great Britain 
where stores serve comparatively small districts and transfer 
that movement intn sparsely settled western Canada, turning 1h 
into a producerst movement, without some deviations being 
found to exist between the two- That is all we say. For 
example, with regard to the withdrawal of capital, I have: no 
doubt the Gormission found in Britain that there was free 
withdrawal of capital by members of these organizations. Our 
conception of corporate law in Canada was such that although 
we wanted shat privilege, althoveh we wanted possibly to keep 
our shares in the hands of farmer customers, we were not able 
to do so until the amendments of 1939 and 1940 secured the 
limited right to the company of purchasing B shares for sale 


_to otuer customers su long as they retained not more than 
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ten per cent. Moreover, financing matters had to be different. 
The amounts of money that were required to build country and 
terminal elevators and finance stocks of grain were infinitely 
greater than those that would be required to operate a consumers’ 
store, and these large developments that you have seen came 
from the original financing of these consumers’ stores. The 
amounts of money required were such that other methods of fin- 
ancing had to be adopted. The same reasons, in our submission, 
compelled the adoption of some system of members'* meetings other 
than that whereby the shareholder members all came together in 
one body. Where 35,000 men compose an organization, or 56,000 
in Alberta, or 100,000 in the case of Saskatchewan, you cannot 
have members! meetings involving that number of people any more 
than there could be members’ meetings embarcing every individual 
who happened to be interested in the wholesale societies of 
Great Britain, 

What we suggest is this. If you examine our bylaws and 
the evidence as to the way in which the business of this company 
is conducted, you will find an organization where the directors, 
the executive, are particularly sensitive to the opinions of the 
member body, and that after all is the main test. Is this organ- 
ization democratic -- because that is what Rochdale aimed at. 
Without reading it, may I refer you to what Fay has to say in 


his book “Oo-operation at Home and Abroad", the 1939 edition, 


page 116, where he discusses the meaning of the word "responsible? 


What I suggest to you, after reading his discussion of this 


word "responsible" as applied to co-operatives, is that the 


passage might very well have been written as applicable to this 
company. JI have only one more word 'to say on that question, and 


it is this. No one has yet criticised our representative system 


of government because of its undemocratic character, and what 


I say is that all the objections that appear to have been raised 
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-7819- Mr. Steer 
to this system of delegate voting. so far as this organization 
is concerned, can equally be applied to that representative 
system. As the organization cf human beings grew from the 
oilty state where all citizens could meet together for the 
purpose of discussing their affairs to the national state where 
such meetings were impossible, you have the development of the 
representative system which is, we think, one of the greatest 
contributions to human advancement which the Anglo-Saxon 
race has made to mankind, and if you are going to criticize 
the organization of this company on that ground then in my 
respectful submission you are going to criticise our whole 
representative system of government as being undemocratic. ha 
was suggested that our subsidiary companies prevented our 
being truly co-operative. From Sur point of view all we are 
saying is that we are entitled to equality of treatment, and 
we point out to you that the Saskatchewan Pool has five subsi- 
diaries and interests in other companies, that the Alberta Pool 
has one subsidiary and interests in other companies, and there 
is what amounts, I suppose, to a subsidiary relationship be- 
tween the elevator company in Manitoba and the locals, though 
the comparison may not be perfect. At any rate, it is analo- 
gous. 

We say, therefore, that from the point of view of the 
organization of subsidiaries, first there does not seem to be 
much difference between carrying on a certain aspect of one's 
business through a subsidiary and carrying it on through a 
department of the company, which would be the only alternative; 
and in the second place, we say that as far as our immediate 
competitors are concerned, particularly the pools, we are all 
in the same boat, and oF fact that we have subsidiaries is no 
reason why we ee entitled to equality of treatment with 


our competiters. - 
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At this point I hope we have been able to demonstrate 
to the Commission that this company is and always has been a 
truly co-operative organization. 

The next point I would deal with, the second main point 
in my argument, is that this co-operative organization has been 
discriminated against with respect to income and excess profits 
taxes. This company, it is clear, is in competition with the 
three pools and a large number of independent elevator compan-— 
ies in the grain business in the weste We mada a statement 
at page 53 of the brief to the effect that the Commission was 
going to have a good deal of difficulty with this grain busi- 
ness, and I think perhaps the course of evidence has demonstra-~ 
ted the truth of that statement. 

MR. PARKER: That is a statement with which we can all 
agree. 

THE CHAIRMAN: We will not deny that. 

MR. STEER: There are reasons for it. First ef all, there 
is the size of the operations. Probably there is more money 
invested in that group of co-operatives than in all other co- 
operatives in Ganada put together. Secondly, there is a very 
broad and direct supervision over the business by the Board of 
Grain Commissioners and the Wheat Board, and therefore these 
businesses are carried on on very marrow margins. In the next 
Place it is a very fluctuating business. Crop conditions may 
make quite a difference between large and small handlings and 
that makes all the difference between profit and loss to this 
company. Look at the figures at page 7173 of the evidence, 
or page £4 of our brief, and note the fluctuating nature of 
the income of this company, an¢ make the same calculatiuns with 
respect to the figures which your Commission has in connection 


with the pools. Notwithstanding that fluctuation, all these 
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concerns have to be operated because thek are dealing with 

an essential food commodity, and if they have to operate all 
the elevators they cannot cut overhead in the same way that 
other companies can doe There is extremely close and direct 
competition between this Company, with its 500 oda elevators, 
and the other elevator companies, every one of them represented 
at one or more of the points where each of the othersis to be 
found. 

It might even be suggested that when the Commission which 
set up this body was drafted and, in those terms, made reference 
to close and direct competition, some such situation as that 
might have been in the minds of the people who did the drafting, 
because that competition, in our submission, is something quite 
different from the competition that exists between a retail 
store, a consumers' store, in Toronto, and the T. Eaton Company 
in that city. There is a great difference because of the 
considerations that I have mentioned. Charges for handling 
business are all regulated as maximum charges, by authority, 
and prices that can be obtained for the product are controlled 
by competition. 

You have seen in the evidence that a tax-free business 
can therefore reduce charges or handling costs to the point 
where competitors who pay taxes become bankrupt. These are 
the reasons why we say that this grain business requires very 
careful and perhaps individual consideration. It is a fluctua- 
ting business; it has a fluctuating income, and it has been 
pointed out that, notwithstanding losses of very large amounts, 
under present rates of taxation the largest amount that can be 
obtained in any year to recoup these losses is $297,000, and 
the losses some years will be considerably more. 


That is the nature of the business, and what is the 
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position with regard to income tax? It is dlear that to date 
the pools have paid no taxess It is true also that the whole 
question is in litigation. At any rate, up to date, the pools 
have paid no taxes. This company has always thought, rightly 
or wrongly, that it did not come within 4(p) and was not 
entitled to ecemption. You have on the one hand the pools with 
their volume of business and profits, paying no taxes, and on 
the other hand this company paying its taxes. What is the 
result? Look again at the talle on page 24 of the brief, or 
page 7173 of the evidence. In 1930, the company lost $600,000; 
in 1933, $31,000; in 1937, $500,000; and in 1938, $390,000. 
'How is the company going to be fair to its shareholders and 
recoup such losses? 

Look at it from another point of view. Look at Column 
4 and then make a computation of the difference between taxes 
paid by this company, if patronage dividends are allowed as 
an expense, then for these five years, 1940 to 1944, the 
difference is between $920,000 and $2,464,000. If that 
taxation figure is looked at from the point af view of 
bushels handled from 1940 to 1944, that company pays half a 
cent a bushel in any event, and its competitor pays none. If 
patronage dividends are not allowed as an expense, it pays one 
and a half cents. In 1944, if patronage dividends are not 
allowed as an expense, the company pays two and a half cents. 
There are four companies, three of them tax free and one of 
them bearing taxes of the magnitude indicated. There can be 
only one result from thet situation, in our submission -- the 
complete bankruptcy and disappearance of companies such as 
ours, which are subject to that tfFemendous tax burden and the 
monopoly handling of the grain business in the tax-free 


organizations. 
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To put the argument in another way, the Saskatchewan 
Pool earned in 1944, $7,000,000. It set aside $4,000,000 
as patronage dividends and pays no tax on any part of the 
$7,000,000. This company pays a minimum tax of 40 per cent 
and can hold at best $297,000, The disappearance of a 
company which is under that disadvantage with respect to 
taxatibn is inevitable. 

Now I come to the third point of my argument and per- 
haps) Mr. Chairman, this might be a convenient moment 


to take the luncheon recess. 


hajournment at 12.30 p.m. 
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Pursuant to adjournment the Commission met at 2 

- DoMe 

THE CHAIRMAN: All right, Mr. Steer. 

MR. STEER: I now proceed, gentlemen, to deal with the 
third main point of my argument, and that is as to whether 
there is any sound ground for a diserimination which has 
been shown to exist. 

The situation since 1931 is that we have four corpor- 
ations, the three pools and this company all, since that 
time, 1931, with methods of carrying on business and objectiv- 
es which are basically identical. They are all controlled by 
directors and by executive officers, and we say that there 
is no difference between them in any substantial degree 
Which would justify any different treatment of this company 
with respect to taxes from the treatment poconded to the 
Other three, 

Without taking too much time I should like to point out 
the different bases on which these corporations might be 
compared, having in mind the evidence that has been given, 
to see whether there is any difference between them. I say 
in the first place, with regard to membership and membership 
qualifications, there is no difference; they are all farmers, 
The qualification with respect to the Grain Growers Company 
is a$5 Bshare. The qualification with respect to the 
Alberta Pool is a $5 interest in reserves, The qualificetion 
with respect to the Saskatchewan Pool is a BL membership or 
Share, plus perhaps, not necessarily, an interest in reserves, 

There is not any real difference once you admit the 
proposition, as Mr. Wesson was free to admit it, that the 
real capital of these pools is not their share subscriptions, 


which are insignificant in amount, but the deductions which 
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were made in the early days for elevator reserves and couine)~ 
cial reserves. 

In voting rights, all four corporations are much alike, 
with certain differences, of course, when you compare Manitoba 
with the other three; but the delegate system of voting, as 
used in the Alberta and Saskatchewan Pools, Isimuch asi4¢ as 
in the Grain Growers Company. 

I have pointed out that it has been admitted that the 
capital of these pools is the deductions that were made; and 
once that is admitted, a comparison of the capital structure 
Shows very essential Si mite iy. We have class A shares, 
Class B shares, general reserve capital surplus and undistri- 
buted surplus. The Saskatchewan pool, taking it as an 
example, has a certain amount of capital; it has a huge elevator 
reserve of ten or twelve million dollars; it has very large 
commercial reserves of approximately $6,000,000, and in addition 
it has other reserves in undivided surpluses, just as we have, 
So I say thet once you admit that the real capital of the pools 
is these reserves, there is not any difference between then 
and this company as far ag capital structure is concerned. 

Those deductions constituting the capital of the pools 
are something quite different from the deposits and loans 
which form a large part of the British Co-operative capital. 

As I said this morning, it is quite clear that those Shares 

are withdrawable. It is equally clear that in the case of 

the pools, these reserves cannot be withdrawn, any more than 

the capital stock which was subscribed in this company can be 
withdrawn, It is true that both the Saskatchewan and the 
Alberta pools got the right to purchase interests in these 
reserves so as to get them into tho hends of other people 
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and 1940, which permitted this company to have on hand up to 
ten per cent of its B shares, to get them into the hands of 
farmer customers. 

The important point is that both in this company and in 
the Alberta and Saskatchewan pools, it is the ownership of 
this capital which determines the rights of the parties to 
vote, and which entitles them to share in the assets on hand 
in any possible winding up of the COMpPAanNy e 

May I point out here, too, that as far as the vools are 
concerned, this share capital of theirs has increawed trem- 
endously in value over the past five or six years; and I refer 
to this to show what the effects may be on business if 
discrimination of the magnitude about which we are talking 
here is permitted to continue. According to the 1959 report 
of the Saskatchewan pool, the book value of the growerst 
equity -- and this will be found at page 5 of that report -- 
was $10,600,000 odd. In 1944, according to the report of 
that year at page 4, that equity had grown to $18,000,000 odd, 
so in that length of time the capital, or the equity of the 
Owners of the grain, has grown from 56,39 per cent to 95 per 
cent of the original capital. In the same period of six 
years, or five years, while they were accumulating $8,000,000, 
this company was able to add to its reserves only $283,000. 
That is largely, in our submission, accounted for by the 
difference in the tax position of the companes. I have no 
doubt that accountants for the Commission have made analyses 
of these figures, and I Simply mention them in passing to 
indicate what the effect of tax discrimination may bee 

There is no difference, we submit, with regard to owner- 
Ship of assets, and I need say nothing more on that ay oe 


the owners of the reserves who own the assets, just as it is 
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the owners of the B shares who own the assets of this comnanyv. 
subject to prior charges. 

Then with regard to interest, or dividend on capital, 
we have seen the early organization of this company, which 
was organized on a basis of five per cent preferred shares, 
if such income were earned, thet ais-a prior charge, aa voue 
as it is earned, in Alberta we have seen that no interest 
has been paid. We have seen that in Saskatchewan NY 1 towlI56 
they did pay interest. Then none was paid until interest 
at the rate of three per cent was paid in 1943 and 1944, 

In our view the payment of interest on this capital -- and -’ 
when I am talking about capital I am talking about our shares 
On the one hand and the reserves, the elevator and commercial 
deductions of the pools on the other ~- the payment of inter- 
est on. capital is one of the major problems that has to be 
dealt with in considering the relative positions of these 
cooperatives, 

There is in the evidence at page 7177 a copy of a letter 
that was sent by the income tax authorities, to the effect 
that the payment of a dividend on capital precluded any 
company paying such dividend from taking advantage of section 
4(p), and I point out that such a ruling, if it is intended 
to assist cooperatives, would bar all or practically all the 
British co-operatives, and it would bar all co-operatives 
in Canada organized on the Rochdale system, So we have 
the anomaly that an amending act which was intended, as it 
was said, to exempt coopsratives, has the effect of dis- 
criminating against those which, in ou” submission, are 
most nearly co-operative in their structure, It also has 
the effect, if the ruling is correct, of nullifying legis- 


lation passed by the sovereign legislatures of the provinces 
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in the field of company law, and they are sovereign in that 
field. 

MR. PARKER: I wonder if my learned friend would pardon 
me if I interrupt for one moment. Was that ruling to which 
he refers just in respect to his particular cOmpany, or was 
it a general ruling? 

MR. STEER: It was a general ruling, as I understand 
it. There seemed to have been different letters sent out 
at different dates, but the particular ruling to which I 
refer appeared on page 7177 of the evidence, and it is a 
letter addressed to this company. 

What the effect of a ruling like that, or the effect 
of legislation of that sort, would be was stated quite 
Bee qiaueln by Mr. McKay in giving evidence at Regina. a6 
think it was at page 1269 of the Regina volume, though 
unfortunately I am not sure of that page number. Speaking 
for the Saskatchewan Federated Co-operatives Limited, Mr. 
McKay said: 

"In due course the answer was given to the 

effect that the co-operatives by paying interest 

would lose its status. Immediately the federation, 

although not agreeing with the ruling, not only 

discontinued the practice of paying interest on 

the paid-up share capital of its members, but it 

resommended to its member associations that they 

also discontinue the practice ... e "q 
Then he went on to say that the recommendation was in 
general followed, and there has been other evidences to 
that effect. A ruling of that sort is going to lead 
people who want to obtain the exemptions provided by this 


section, to endeavour to change their structure so as to 
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come within the section. 

With regard to this, two things may be said. Surely 
we have not got to the point in this country as yet where the 
Dominion government sets itself against the payment of inter- 
est on capital; and, in the sesond place, we say that by such 
@ ruling the treasury has lost substantial sums of money, 
because all those payments would have been subject to a 
deduction of seven per cent, 

There is a more serious aspect to this question of the 
hon-payment of interest, when you consider it in relation to 
the patronage dividend question. At page 6625 of the evidence 
it is shown that in the eighteen years from 1926 to 1943 the 
Saskatchewan pool paid some $11,000,000 odd in patronage 
dividends. The capital of that pool amounts to some 
$18,000,000. Had even the rate of five per cent interest 
been paid on that capital to the people who own the capital, 
over the eighteen-year period the sum of 316,000,000 oda 
would have been paid to the owners of the capital. If that 
interest had been paid, the payment of those patronage divi- 
dends would have been quite impossible. Similar figures 
can be given with respect to the Alberta pool. 

We make this comparison not in any sense in criticism 
of the pools and their methods of doing business. The pools 
are friends of this company, Their members are friends 
and, to a large extent, they are customers of this company. 
It is possible that if we sat down and discussed the se 
questions we might agree on the fairness of ovr contentions. 
What we want to say is thet we concede to the pools the 
liberty to do business as they see fit; and if their members 
are content to leave those large sums o* money with them. 


without the payment of interest, we are quite satisfied that 
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it should be done. What we emphasize is that the earnlugs 
of this company ought to be on exactly the same footing as 
the earnings of the ponaN It is the earnings in either 
case that are the source of the payment of both interest 

and patronage dividends, This company ought to have the 
same treatment with respect to both interest and patronage 
dividends paid by it as is given to the earnings of the 
pools, whether disbursed entirely as patronage dividends 

or partly so and partly as interest. In each case the busi- 
ness is carried on for the benefit of the farmers. Interest 
and patronage dividends are on the same basis in Britain, 

and in our submission, they ought to be so here. There 

is no difference in the organizations with regard to reserves. 
It is clear from the financial statements and from the evi- 
dence that all the pools accumulate reserves and have accumu- 
lated them in large amounts over and above the original 
amount of $16,000,000 worth of capital, in the ease of 
Saskatchewan. 

There is no difference in this regard. There is no 
difference with regard to the payment of patronage dividends. 
The records of this company, as will be seen from the 
evidence, and the records of the Alberta Pool, are very 
Similar. Saskatchewan has a little more consistent record, 
but even in the Saskatchewan record there are Zaps. What 
we say is that there is no difference between our record 
and the record of any of the pools which justifies. dis~ 
crimination. 

THE CHAIRMAN: Mr. Steer, up to this point I have not 
heard you mention the line elevators from the point of view 


of discrimination, Do you propose to touch on thet point? 
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MR. STEER: Yes; sir, I propose to deal with that; and 
I may say here that in dealing with that problem your 
commission, it seems to me, has first of all to decide what 
should be the attitude of taxing authorities toward the 
co-operative movement. If the co-operative movement is 
entitled to concessions, which I suppose is a matter of high 
government policy -- and we have given reasons in the brief 
as to why we think they should not be fully taxed -- if the 
government comes to the conclusion that the co-operatives 
are entitled to concessions, our case is that we are entitled 
to those same concessions, However, I will deal with that 
in perhaps a little more detail later on. 

Now I want to say a word with regard to the nm-member 
business. saskatchewan claims that it has less than ten 
per cent of its business with non-members. Alberta makes 
the same claim. We are not able to make that clain, 
particularly since 1942, for reasons which were given in the 
brief; but our suggestion is that this question of non-member 
business is not a matter of great importance. Non-member 
business is a matter of little importance, particularly 
if devices may be adopted which will make membership auto- 
matic. That appears to be the situation in the Manitoba 
Pool. A man who delivers grain signs a piece of paper, and 
nothing else. He thereby becomes a member. It may be that 
there is no reason why membership should not be automatic. 

THE CHAIRMAN: Would you refer to that as a device? 

MR. STEER: Yes, sir; that is the word I use. Perhaps 
automatic membership would be desirable. fay, in nis book, 
the 1939 edition at page 44, describes it as being a matter 
of some importance that co-operatives are able to attract 


customers, because the customers who come in become their 


Bish aiid tt tw dnp od) sagen: : ie ioe " 
(See, mids pu mle et ot awtgived ae Fas 
BB, isd 000 bien ‘be toa oe. tend sale 108 Oe, oe a 


hi ef, ee bahweit eS SE tows ds pe hepa * “pbunnaita, oie eo Ao 


, . « 5 - 4 
2 7 Ad. =o 
AGE Site “mG 
pear) 


ee OF Th eaevon wit eregowon kee MET: + Patemenony owe r 
i ie . ; Sis te Loe ee LO ND as 
| Meat, £2) TOtISS. we wt merge - hee bit seedneonae ot betta: 


+e 
Hi 


ue as tls mh RAS, ABV na yan wi haw aie A tio saomarze 


Bay Aa oe BARA) VEL ra) 0 pide wont Kod As ca yaw. oF 
| Mo xetipato’ te tady no aobopes alt’ ba Genes Sadia 


Reta She. GTA By dh ee pei see 20 Faew ange og sondtine | oF 
‘e | iv D4. *teyower, |. #80 LaeeOHOD anise Seed . 
ie Vote LBL OD EO alate” & Sqad toy 

‘ Epo 8 Gee of tasw 7. wom 
a OS Bee Ae cy £9 naw eco dal eRe 15e00 aie 
oti Ou AP hi be ond avd Ba THAOO <a 
LOS SON Te, Oe | Mi B40 one a oe 


Citw Baoiway 22 ~RAOL sonia vine Litekeae 


tans 6f ae ieeesaca Ho) god aq 
ae ? aus fo as 
sn 7 a. 2 
5 5 3 5 ri K Leta ius 6 Ck 
if i 
mi pes » 
f \ i. SAs f > rT ‘ ; on? va i For Ma 
i. 
” ATT 
pind Gu "Le 8 Jagr 
ti rx A's BD UA Tee 
cS 
4 
i vdetoi? oH. ,. pale 
ef * T\ 
' \ ‘ by rt ry Jo (a7 
‘¥ ra. . se my 3 
Lt. C , Aid TE ; € a La Ba 
cs ‘ EES: 
li s g pt e a 
4 
‘ f i y . f Puy 
o } 7 ~ 
$ j By, } , A) 2s Lb *, 
} by 


ty 
oy 


Qe neh eat Gee 


7 y et oS Ot, galeaed. ye aoa 


~7832- Mr. Steer 


members. 

MR. ARNASON: When you are referring to automatic 
membership based on patronage, would that in your opinion 
presuppose equal treatment to the non-member petron as well 
as to the member, in comparison with the member? 

MR. STEER: Yes, I gather that is so. Whether it is 
in practice, I do not know. 

MR, ARNASON: Is it your point that you think it should 
be? 

MR. STEER: No, I do not know whether or not it ought to 
be. It may be that you ought to have automatic membership. 

If you have, you make a mockery of anything that is in section 
4(p). Section 4(p) was drafted with the idea of a real, 
substantial interest of the member in the organization. 

There are two points of view with TeCOTd UO ait. end ep 
am not advocating either One.) t Simply 08131 attention. to the 
act that there is not any difference between the or ganization 
of these companies on the basis of membership that will give 
a just cause for a discrimination in respect to taxation. 

That is the point. 

Then I say that with regard to business methods there are 
no differences, Kach of the four corporations operates in 
exactly the same way as the others, They all operate public, 
country and terminal elevators. They handle and store erain 
in the same way, under identical tariffs, They operate as 
track buyers and commission merchants. They act as agents 
for the wheat board. They generally perform the same 
merchandising functions under exactly the same conditions. 

May I refer you to a little of the evidence in that 
regard. Mr. Purdy, at page 6998, describes that merchandising 


function. He says: 
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"Q. Wheat and flax are now covered entirely by 
these wheat board contracts; is that correct? 
A. That is torrect, 

"Qs And as far as the function of an elevator 
company goes with respect to that contract, it. is a 
war ehouseman? Ae Correct. 

"Qe And it does not have any trading function 
at all? A. No. 

"Q. With regard to coarse grains and with regard 
to the grain trade, apart from dealing with the wheat 
board, the situation is quite different, as I under- 
stand it. You, as an elevator company, _golinto the 
country and by the grain at the country elevator point. 
It then becomes your property? A. That is right. 

"Q. And you, as a merchant, have to decide into 
what position you are going to put that grain; that is, 
whether you are going to send it to Vancouver or whether 
you are going to send it to Winnipeg. And whether you 
decide on Winnipeg or Vancouver may mean gain or gains 
or losses of a considerable amount to youe Am I right 
in -Lhet? A. I would not say considerable lossy TIt 
is a risk. some risk. 

"Q. Losses which could not possibly be covered 
by any hedging operations of yours? As Theat is true, 

"Q. So that in dealings which are not controlled 
by the wheat board there is a very important merchandis- 
ing function to be performed by the elevator overator? 
A. That is true. 

"Qe So that in dealings which are not controlled 


by the wheat board there is a very important merchandivinug 
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function to be performed by the elevator operator? 7 
A. That is correct." 
That is the evidence of an elevator operator. Mir e 
Wesson, for the Saskatchewan Pool, had this to say: 

"With the release of pocl members from their con- 
tracts in 1951, the elevator company, in addition to 
performing the above services, adopted the policy of 
buying grain from pool members and others who made deliv- 
ery to its country elevators and who desired to gell 
rather than to store or pool their grain." 

Then again, at page 6705, in answer to a guestion by Mr. 
Fillmore, Mr. Wesson had this to say: 

"Q. dust to shorten it, say from 1931 to 1935, 
until the Canadian Wheat Board came into existence, 
did Pool Elevators Limited have carnings from handling 
grain on commission, and from buying and Selling, grein? 

"A. Yes, sir, of course we did. We had to pay 
our operating costs from something." 

Mr. Law gives evidence to the same effect. They all carry 
On business in the same way; and the only man who disputed 
the proposition appears to have been Mr. W. J. Parker, 

from the Manitoba Pool, who had this to say, at page 7077: 

"We do not in our opinion purchase grain. We 
Bive an initial payment. What the final payment may 
be we do not know until the grain is actually disposed 
OTe” 

But when Mr. Parker was questioned closely it transpired 
that what he called an initial payment was the going 
market price; and in our submission the going market price 
that is paid to a farmer when he comes to an elevator 


concludes that transaction, whether he gets onything more 
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Over and above that going market price later on, because 
that is a matter between him and she corporation that is 
carrying on the business for him. 

Perhaps I should remark here that ir Our submission 
the discussion that took place between Professor NcDougall 
and my learned friend Mr. Parker this morning may have been 
based on somewhat of a misconception. My idea is that Mr. 
Parker was talking to Professor McDougall about the original 
contract pool type of transaction. He was not talking 
about the way in which these grain companies carry on 
business to-day. That original contract pool type of 
transaction was declared by the Supreme Cour, inethe 
judgment with which you are all familiar, to be a contract 
Which entitled the grower tc the full return of the proceeds 
on his grain less expenses and reserves; and it struck me 
that when that discussion was taking place it was that type 
of contract that was being discussed and not the type of 
transaction that these gentlemen have been talking about. 

MR.e PARKER: In order that my learned friend will not 
be misled, I cannot say what was in Professor MeDougalits 
mind, but what was in my own mind when I put the question 
was not a matter of restricting it to those contracts at all. 
I was thinking of the general system of carrying on. 

MR. STEER: Well, I question very much whether it is 
conceivable that since 1931 the type of transaction which 
my learned friend put to Professor McDougall could occur. 
except under some contract pooling device, 

Now I propose to say a word or two on section 4(p). 

In England we have got apparently a simale and straightforward 
Situation. There is no attempt to set vp any standard of 


membership in these societies, There is no Limit placed 
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upon the amount of trading with non-members. Toeres" we 
definition of what should be the necessary reserves to be 

set up. They are left free as to that, There is no defini- 
tion of any authority to pay patronage dividends. Co-oper- 
atives are exempt to the extent that they pay them, and other 
corporations are also exempt to the extent that they pay them. 
The result is a pretty uniform of organization. 

The evidence has disclosed in Canada a very confused 
Situation. There are many different types of organization, 
their nature to some extent dictated by a desire to Lane 
themselves within section 4(p), whcn their original type 
of organization would not come within it. 

This section 4(p) appears to have been passed with the 
Fraser Valley decision and the contract pools in mind. 

It is the Fraser Valley decision which probably accounts for 
the use in the section itself of ths phrase, "with or without 
share capital." A producers: organization with or without 
share capital is entitled to exemption from income tax in 
certain circumstances. The use of those words makes it a 
bit mystifying why the income tax department should have 
made the ruling that it did make, to the effect that if you 
pay dividends on that share capital, the existence op wien 
was recognized by the section itself, then you could not 
qualify for the treatment designed for you by the section. 

The only co-operatives who anpear to be entirely satis- 
fied with section 4(p) appear to be the agency ones, 

They perhaps do not need the vrotection of the SeeuLoe iT 
think the Supreme Court decision demonstrates thas. The 
Co-operative Union found it unsetisfactory, as Mr. Good's 


evidence and the recommendations accompanying his brief show: 
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So if complete exemption is the objective of co-operative, 
it seems to us that section would have to be differently drawn. 
If the object is complete exemption of co-operatives, we must 
have at least a definition of 4 co-operative and, as a corol-. 
lary, a definition of a member, and I ask you gentlemen, 
with the evidence that was given before this body, what defin- 
ition or a co-operative could be designed that would include 
them all, and how are you going to define a member in a wey 
that would suit them all? 

In consumerst organizations, you have some uniformity. 
Some of them are organized on share capital; some of them, 
but not all, pay interest, but their Seneral organization 
is fairly uniform, It is in producers! organizations that 
we see the wide differences, with a Erowing tendency toward 
automatic membership . 

Automatic membership is an extremely convenient device. 

It saves organization expense. It eliminates the problem of 
non-member business; and yet, as I pointed out, it makes a 
mockery of the provision of section 4(p). im add iiron, iA: 
creates an injustice for the cooperative which has a real 
membership qualification and must adhere to that membershin 
qualification. 

You had some evidence given with regard to the Madawaska 
“organization, at page 4186. That organization hes affiliate 
members. The Northern Alberta Dairy Pool has associate members. 
Having in mind what has been said as to what really constitutes 
a co-operative, one wonders whether the affiliate membership 
on the one hand or the associate membership on the other ig 
really any objection to these or Zanizations being regarded 
aS CO-operatives, 


The difficulty in agreeing upon a definition is perhaps 
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best illustrated by a difficulty which the Co-operative Union 
had in preparing its submission. The evidence disclosed 

that it was only a few days before that evidence was given 
that the individuals who attended that conference could agree. 
Then it is seen that the submission itself was not sent to the 
member body, and it is highly doubtful, it seems to us, as 

to whether it would be agreed) to by fall ‘of them, Certainly 

it would not be agreed to by this company. 

The definition that is submitted in the brief of the 
Co-operative Union would, in our view, exclude from CO~Oper-- 
ative status not only this company but all the British co- 
uperatives as well. The reason we say that is thet it pre- 
Supposes that surpluses must be allocated. That is some«= 
thing, as Mr. Law pointed out, in which this company does not 
believe, and it is something which is not done in practice 
in Britain, as the Commission has discovered. 

To attempt to formulate any definition which would lead 
to tax exemption, on the part of this Commission or on the 
part of the statute-making body which perhaps may have to 
act on your report,-- to attempt to formulate a definition 
would simply be to prescribe a pattern to which co-oper- 
atives must conform, whether or not such pattern is suitable 
in the circumstances, This, in our submission, would be 
Simply to repeat the mistake that was made when section 4(»p) 
Was enacted, To prescribe such a pattern undoubtedly would 
lead to injustice, Suppose, for example, that we decided 
that the membership basis was the proper basis of organi- 
zation, and not share capital. I suppose there are many 
small organizations which could change their set-up so as to 
comply. It would not be possible, as we see LUefor ian 


organization of our character to do thate 
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The solution, in our submission, lies in other dir- 
ections thanin those proposals of the Co-operative Union. 
Our view as to the solution is given in the brief at pages 
35 to 57, and in the evidence at DAP eS OL B6 to 71%. It 
Seemed to us that there were two extremes; that the logical 
solution at the one end was the abolition of all corporate 
income tax and the adoption of the British system as des- 
cribed in Konstan's book. The Commission will find a very 
good description of that in Konstan at page 320. I have 
already discussed how the co-operatives are dealt with under 
that system, and I submit to you that it would be quite 
Within the terms of the order in council setting up this 
Commission for you to make that recommendation if you saw 
fit to do so. 

At the same time we realize that the need for revenue 
is go great at the present time that it might not be a 
practicable solution of the problem, but thers is that 
solution et the one end which in our submission is the ideal 
solution; the abolition of corporate income tax altogether. 
At the other end there is the complete taxation of all 
cooperative income. That is not done in the United States; 
it is not done in Great Britain, and we have given, at 
page 56 of our brief, the reasons why we think it should 
not be done in Canada. I will not weary the Commission 
by discussing the reasons given there, as to. why this 
solution should not be adopted. 

It follows then, that if neither of these extreme 
courseSshould be adopted, some middle ground has to be 
found. We have suggested -- and may I say that before 


putting those suggestions forward consideration was given 
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to a good many other ways in which perhaps 4 solution might 
be found. Those were rejected for onc reason or another, 
and we have put before you our suggestions as to how some 
middle ground between these extremes might be rcached, 

We say in the first place that the exemption of patronage 
dividends is sound. Such dividends are exempt in Britain, 
and there is no reason why they should not be exempt here, 
no matter whether paid by a co-operative company or, as we 
Suggest, paid by any other corporation. If a company 
chooses out of its profits to make a return to its customers, 
it matters not whether it is a co-operative or any other 
kind of corporation, it ought to be free to do so here, as 
oe tn Br Cain . 

We want to emphasize, however, that the exemption of 
patronage dividends, or permitting patronage dividends to 
be charged up to expense, is not a solution of our difficul- 
ties, because we are a company which has to pay fixed divi- 
dends on stock, and we are in competition with organizations 
which pay no such dividends and, further, which pay no 
interest on their loan capital. 

Our submission is that interest, whether paid on loan 
capital or paid as a fixed, maximum reasonable rate on 
common or preferred stock, ought to be treated alike 
and allowed as an expense, as appears to be done in Britain. 

Even this, however, is not a complete solution, since 
the Company which does pay interest would still be ata 
competitive disadvantage with the company that does not. 

I suppose it is obvious why this should be so, It may be 
that if interest were allowed as an expense it would be paid 
in every case, and under those circumstances the difficulty 


would be removed; but if that should not result, then we ask 
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you to consider a couple of ways in which the situation might 
be remedied. 

It might be remedied by treating interest not paid under 
those circumstances as a real profit, and subject to tax; 
or, while we have not made this eee tod tens suggestion in our 
brief, it might be that you would consider that the income 
tax authorities or a board of referees should have the right 
to consider a situation of that sort and determine what the 
tax position should be. 

MR. ARNASON: Mr. Steer, just in connection with that 
first statement, about the non-payment of interest; did you 
mean where interest might be declared and yet not paid to 
the shareholders? Is that what you had in mind? 

MR. STEER: No, I had not conceived that situation. 

My understanding of this position is that in Alberta no inter- 
est has ever been declared or paid on this large amount of 
capital they have. In Saskatchewan they paid it up until 
1930, and then discontinued it until 1943. Then in 1943 and 
1944 they paid three per cent. Lt is /thatokind of “interest 
payment I am talking about. It may be that you, Mr. 
Commissioner, have in mind the allocation of reserves. I do 
not know. 

MR. ARNASON: I wanted to be clear in my understanding 
of your suggestion, 

MR. ELLIOTT: Mr. Steer, did you not say that you 
thought interest payments should be deductible, the same 
as in England and the United States? 

MR. STHER: Interest payments should be deductible 
as an expense, yes, sir. That is what I am saying now. 

MR. ELLIOTT: I thought you said that they should be 


subject to tax, or that tax should be computecd upon them. 
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Mis Oloum: Oh, no, sir. 

THE CHATRMAN: When not paid. 

MR. HLLIOTT: That is what I mean. 

MR. STEER; I say in the first place we should be in 
the same position in this country, in respect to co-operatives, 
as they are in Britain; and that as a corporation we should ~» 
not be taxed with respect to patronage dividends paid nor with 
respect to interest paid. Now, then, I say that our 
situation is not remedied if you go no further than to exempt 
patronage dividends. I say that to give us a fair deal 
you have to allow us to treat not only patronage dividends 
aS an expense but to have to allow us to treat the interest 
that we pay aS an expense, Then I say that even that does 
not put us on a footing of full equality, because we are still 
at a disadvantage competitively with, to use an example, the 
Saskatchewan Pool, which has $18,000,000 of capital on which 
it pays no interest. We are at a disadvantage competing 

with them, and I simply invite your consideration of a couple 
of wayS in which perhaps that inequality might be remedied: 
first, either by saying that not having paid interest, that 
is a profit which might be subject to tax; or, secondly, 
putting it in the hands of some board to determine what the 
tax position ought to be under those circumstances. 

MR. NADEAU: Would you be prepared to recommend that 
it would be advisable to define patronage dividend to exclude 
any element of profit from it? 

MR. STEER: I think I would suggest that what is desir- 
able is simplicity; and from this point of view I know of 
nothing that is simpler or more easily administered than the 
English law. That seems to be quite adequate. 


THE CHAIRMAN: There are some other reasons for that than 
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the simplicity of it. There is only one form of registration 
in England, under one act. The whole point in regard 

to a co-operative in England is the registration. Once 
that is accomplished and accepted, that is all there is to 
be done. The registrar has the right to revise and 
correct co-operatives who wander from the straight path, 

but once they are registered tnder that Bet, that is all 
there is to it. 

MR. STEER: Yes, but am I not right in this, that 
another corporation can pay patronage dividends if it sees 
pola ry 

THE CHAIRMAN: I think we heard of one having thirty- 
nine stores, an organization called Williams, L think, 
in London, who does pay a patronage dividend and has it 
allowed as a deduction. 

MR. STEER: I gathered from my reading of Konstan and 
what legislation is set out there pretty fully, that a 
company would have the power to pay it if it saw fit to do 
SO. 

MR. ELLIOTT: There is one point. Why do you consider 
it a competitive advantage that the Saskatchewan Pool should 
pay its members by way of patronage dividend rather than 
by way of interest on reserves? I am not clear on that. 

MR. STEER: If they pay out all their earnings by 
Wey of patronage dividends, of course they have nothing 
left with which to carry on the business, and I think they 
could not last very long. What they actually do is 
retain very large sums to add to their general reserves, 
which in my submission should be regarded as their capital. 
If they have that capital free of any payment for it, 


whereas in our concemwe have to pay Por our capital, 
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I suggest that they can carry on business cheaper and have 
an aivantage over us competitively by reason of that failure 
to pay interest. Of course if they carry on in another way 
entirely and pay out and do not retain anything, of course 
my argument falls to the ground. 

MR. ELLIOTT: You are regarding the patronage dividend 
payments, then, as being an increase in the price paid to 
members for the product, and not as being in any sense a 
distribution of profit? 

MR. STEER: That is right, sir... J, think IT should say this, 
that I doubt if you would find any trade where this question 
of close and direct competition assumes the importance that 
it does in the grain trade. What I suggest is that if we 
give a reasonable solution with respect to the grain trade, 
we will have gone a long way toward relieving you from that 
problem which was assigned to you when you were directed to 
inquire into the close and direct competition between co- 
operatives and those carrying on business by analogous methods, 

Our proposals eliminate any question of percentage of 
business or amount of reserves or definition of membership 
Or difficulties about patronage dividend. They are fair to 
competitors, since if they choose to share their profits 
with patrons they are exempt too, and in our submission 
depart in no way from true co~operative principles, This 
company realizes, and it is obvious from the proposals that 
we have submitted, that we are in direct competition not only 
With the pools but with a large number of other elevator 
companies, We gave you our proposals in part B because we 
ask for no special treatment against the independent elevator 
companies, any more than we are content to have special 


treatment given to the pools as against us. This company 
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asks for a fair field and no favours. It wants the govein. 
ment to keep the lists fairly es between competitors whose 
submissions show no sound reason why they should not be on 
a footing of equality. Mr. Law stated the position of this 
company at page 7244 in quite Satisfactory terms, when he 
said: 
"The trouble,as I see it, is to find some way 
of getting rid of at least the worst cases of dis- 
erimination which at present seem to exist. And they 
exist in certain fields, and particularly in the grain 
business. 4s we say here, - 
"'pending such time as the SOvernment can see 
its way clear to adort the DrLoven evsivem sn 
"We suggest that Some board, such as a board of 
referees, might function as a kind of house of refuge, 
or something like that, to whom representatives of 
the companies in direct and close competition with 
the cooperative activities can show good cause for 
Some treatment, pending some perhaps better and more 
Suitable disposition of the problem to get some 
relief of some kind," 
Then, being asked whether this plan would apply only to 
cases where gross discrimination appeared, his answer was: 
"Yes, and I suppose the worst cases to be found 
are found in the grain business of western Canada." 
We submit that we have made the case we undertook to make, 
namely that we are a cooperative; that we have been dig- 
criminated against in the matter of taxation, and that there 
is no real sround for such discrimination. We recognize 


the need for large government revenues at this time, 
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but we say they ought to be raised within the recognize 
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rules of taxation. One of those rules is that taxes snoulé 
bear evenly on those able to pay. There cannot be said to 

be less ability to pay in the pools than there is in our 
company. They escape; we pay. You may read the evidence 
from end to end, and you will discover no reason in logic 

or common sense why any different principle of taxation should 
be applied to this company than to its direct competitors. 

We go further and say that if in the public interest there is 
sound ground for making tax concessions to co-operatives -- 
and there may be such grounds; we dealt with that in our brief 
-- if in the public interest there is sound ground for making 
tax concessions to cO-operatives, then we say that this 
company has demonstrated its right to be treated in the same 
way as any competing co-operative. 

MRe NADEAU: When you say that you are prepared to 
recommend that patronage dividends be allowed as deductions, 
do you mean patronage dividends actually paid or only 
allocated? 

MR. STERR : Our position was made quite clear in the 
evidence given by Mr. Law. From our point of view we do 
not believe in the allocation of reserves as dividends. 

MR. NADEAU: Allocation is not payment? 

MR. STEER: That is our belief, with respect to our 
business. Do not misunderstand mé; J am not objecting to 
Other people allocating them if they want to do so. 

MR. V.UGHAN: Mr. Steer, could you tell us exactly 
What the reasons are for the income tax department not allow- 
ing the exemption for your company, or discontinuing your 
exemption? 

MR. STEER: No, sir. 


MR. VAUGHAN: There was no statement made as to why 
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that was done? 

MR. STEER: No, sir. They have taken an inconsisten 
attitude, as I read the record, Once upon u time they 
Said we were exempt, and then they changed their minds, 
apparently upon a ruling by the Department of Justice. 

MR. VAUGHAN: And gave no reasons at all? 

MR. STEER: No reasons that I have Seen. 

THE CHATRMAN: You have accepted those reasons? 

MR. STEER: Yes. As a matter of fact I think I am right 
in this, that we made up our minds in the first instance 
that section 4{p) had no application to US « 

THE CHAIRMAN: That igs what I understood you to sey in 

the earlier parts of your argument. 

MR. STEER: Yes, Sir) and @ thank perhaps as a matter of 
law the company may have been Tight in-ite view. 

MR. PARKER: My learned friend made some reference to 
Section 4(p) as having had some connection with the Fraser 
Valley case. Would he care to go a little further and tell 
us Just why section 4(p) was passed? 

MR. STEER: JI can only guess, but the Fraser Valley 
decision was to this effect, that the income of that Fraser 
Valley ilk Producers't Company was liable to tax because they 
paid dividends on their capital. Then for some reason it 
was after that decision that this section 4(p) was enacted, 

MR. PARKER: Then was there a connection with the 
fraser Vailey case? 

MR. STEER: I am told that there wes, but I do not know, 
If that is the §round on which the decision was given in the 
Fraser Valley case, it is rather mystifying,as I say, why 
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but I am told also, and I understand that evidende was ziven 
at Vancouver, that following the amendment to the act the 
Fraser Valley Company was not asked to pay those taxes 

that had been imposed and held by the Supreme Court to be 
properly imposed. They were not asked to pay them because 
of the intervening amendment, Whether that is the position 
tf am not sure. 

MR. MILLIKEN: I presume this would not be evidence, 
but if it would be of interest to the Commission I can supply 
& copy of a memorandum which was submitted to the government 
by the delegation that waited on the government asking for 
section 4(p) to be passed. Our organization was not repre- 
sented, and I was not theres butii have a copy of the memo- 
randum which was submitted to the government by the co-oper- 
ative delegation at that time. I do not have it here, but it 
is at home and if it is of any interest to you Iam quite 
prepared to send it to you, 

THE CHAIRMAN: Time is pressing, Mr. Milliken, as you know, 

MR. MILLIKEN: I am not suggesting that it would be of 
any value to you, sir. 

MR. ELLIOTT: I take it, Mr. Steer, that you are not 
entirely in love with your proposal that as an interim or 
half-way measure the co-operatives and their direct competitors 
be treated Specially and differently from other corporations? 

MR. STEER: Iam not in love with it; but LT ican justity 
Boy it seems to me, on this ground; that you first start with 
the proposition that this cooperative movement is going to 
be entitled to some consideration, When you are seeking for 
a middle grourd it seems to me that if you deal with the grain 
trade you probably remove the greatest difficulty. ASut aes 


aS any industrial corporation in Ontario or in eastern Canada 


Rip! wate ienen Hite recs ‘dnistaes | 
: bene karsts Sine oe in on hake er Sat wi ; 


Leal 


Lieehot: gaat yar. OF 6 aghe TaD: Sas 
YE meet Vk i Rae pond 
eae masta we Od haalie ton a A you~ -bieeod 
any ccd wk decd sedeqde - , trrembareme nora 
Lee ‘ Pag oo DLW 2 os Ri east f sicicenactie ‘aides 
ae se ra > ood veptedtal fo 8 pkvow ti: 28 ae 
Wield, elt: yao Sods tages: gee Oe ftw ahi te Gun 8: ty ages ip 4 
bah isuttas onawegerop- edt oo Wed hee cade qeiteaskeeuean ae 

Be ec ee FO | Bae: 0 traciges th. Te , boeweg aa ag (qua nodose | 

; ean: sae i we ! oy a ved? dean: i bis 2: phedeorul | 
7 imo. j ‘ia ah ts “to of Dept Bae hod ive mabe’ | 
Dd: ¢ 92 a a ‘ 4, bi) gle TIS mht es no EeaRasen sykee 


it 


* Af ia 


ik in ee hoe eet soot tere Te eho a) Th: Bi anew ee eee 


sv. of 2 peace bora Ty 


ue 


oo bos. BIS eek” en. 


| — ie. ee +4 ) baw vilednede Bbedaew 


; } ‘ ” YI + ‘ ' 


’ 
3 
pre 
~e 
‘ 
= 
fx: 
ot 
+ 
pe 
. 


. It a0. .2u oc) paeoe niga 


y -. 2 , - 


Bh \atcitnk: tee Ameen aw bie oy skit dads eise | a 


jie ote gq new «eto téetebtapos nee ag) ——- 
Lie, ax, tay CSE? A oor? eee ME ee bruni £ 
; eet oetr7s >: Pes Foe es Ohl. BRS Videdene a 
ie lls tment Disa EE AE oyroe Sekuteniet 


5 


~7849~- Mr. Steer 


complaining that a competitor of a grain elevator company 

gets a little concession with respect to interest on its 

Share capital, I say that it does not lie very sweetly in 

the mouths of those people, especi ally when they have got 
tariff protection, to take that position as against the farmer 
in the west. 

THE CHATRMAN: You had better not open up that field, 

Mr. Steer. 

MR. STEER: I would not think so. 

MR. PARKER: I thought before he sat down Mr. Steer intend- 
ed to go a little further into the question, assuming that 
his company and the three pools are all well Within section 
4(p), as to what effect that would have and how competition 
would measure up between the four of them and the line elevat- 
Ors. I thought he was going to elaborate on that. 

MR. STEER: I cannot add anything to the suggestions 
which were made in that regard in the brief. I think we 
have gone as far as we can to assist you there. 

THE CHATRMAN: I see the difficulty, undoubtedly, Mr. 
Steer. i think we will have to let that lie there. We know 
the other point of view. I think that is all we have to ask 
you, Mr. Steer, thank you. Now, Mr. Parker, what have 
you next? 

MR. PARKER: I do not see Mr. Porter present. 

MR. MILLIKEN: I understand he is not presenting any 
oral argument. 

THE CHAIRMAN: Mr. Porter told me this morning he was 
just going to set out some headings of argument and then 
put them on paper and let us have them, 


MR. MILLIKEN: I am under the impression that he is gnine 
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to do that in writing, 

THE CHAIRMAN: I understood him to intimate this 
morning that he would set out the headings of his argument. 
What have we now in the way of argument? 

MR. PARKER: We can call him, so to speak, and if he 
does not wish to address the Commissioners then we are ready 
to hear Mr. Francis. 

THE CHAIRMAN: That is the only other oral argument, 

LS “Lt? 

MR. PARKER: The only one of which I have any knowledge. 

THE CHATRMAN: Then I think we might take a recess for 
a few minutes, and perhaps Mr. Milliken will try to get 
in touch with him in the meantime and see if he does want to 


say anything. 


Upan resuming: 

MR. PARKER: Mr. Chairman, inasmuch as there is only 
One more argument to be made, that of Mr.Francis; and consider- 
ing the experiences of the day, my suggestion is that perhaps 
we had better adjourn at this time and give Mr. Francis 
the floor to-morrow morning. He assures me that he can 
finish well within the time limit of two days, / 

THE CHAIRMAN: As long as you are sure you can finish 
by Friday. 

MR. FRANCIS: I think I can assure yOu. Of that. 
There is one statement I should like to make. To-morrow 
I propose at some stage to deal briefly with the arguments 
Submitted by Mr. Locke of Vancouver. Those were written 
arguments filed with the Commissions a copy of which were 
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convenient if you had available before you copies of that 
argument. | 

THE CHAIRMAN: That is the recent argument? 

MRs FRANCIS: Yes, sir. LI expect to refer to that, 
and I thought I should mention it. 

THE CHATRMAN: Yes; we have it here. 

MR. MILLIKEN: I have not any authority to speak for 
Mr. Porter, but I assume that he may want to come along in 
the morning and make a shart statement before Mr. Francis 
commences. Frankly I do not think he does, but I will get 
in touch with him this evening, 

THE CHAIRMAN: Thank you. Then we will adjourn now 
until ten o'clock to-morrow morning. 

At 3.50 pem. the Commission adjourned until 


Thursday, July 26, at 10 aeme 
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ROYAL COMMISSION ON CO-OPERATIVES 


The Jommission appointed to inquire into 
the present position of ec~operatives in 
the matter of income and excess profits 
tax, organization and business methods 

and operations, and the comparative posi- 
tions of persons engaged in business dir~ 
ectly competitive therewith, met in Ottawa 
on Thursday, July 26, 1945, for the hear- 
ing of oral argument. 


PRESENT : 
The Hon. Mr. Justice ERROL M. McDOUGALL, Ohairman 
B. N. ARNASON 


Ge tie ELLIOTT 


ee a ee 


Commissioners 
Jo M. NADEAU 
Je Jd. VAUGHAN 
Hugene T. Parker, K.C, Oounsel 
Major H. D. Woods ) Associate 
J« A. Ghapdelaine ) Registrars 
Coionel G. W. Ross Executive Secretary 
APPEARANCES: 
W. B. Francis Group of Co-operative 
Associations 
15 oer ie a BN Es gc a msc ee Saskatchewan Co-operatives 
M. M. Porter Alberta Wheat Pool 
G. H. Steer, K.G, United Grain Growers 
W. Be Soote, Kata, Canadian Chamber of Commerce 


Prof. J. L. McDougall Canadian Retail Federation 
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The Commission met at LO asm. 


THE CHAIRMAN: What is the order of business, 
Mr. Parker? 

MR.» PARKER: Mr. Francis, I believe, wishes to 
address the Commission. , 

Argument on hehalf of 
Certain Credit Unions 

MR. W. B. FRANCIS: May it please your lordship and 
members of the Commission, I first propose to submit to you 
a brief argument on behalf of Credit Unions. I happen to 
represent nearly all of the credit unions in Ganada apart 
from those found in the province of Quebee. Jn that province 
the credit unions are represented by Senator Vaillancourt, 
and he has been kind enough to supply me with a copy of his 
argumens which he has filed with you. Within the last day or 
two I have been able to get a translation of that argument . 
and to examine it. The submissions that are being made by 
Senator Vaillancourt and by myself, I find, although pre- 
pared separately, are very much alike, that is to say the 
key=note, if I may put it that way, is the same. I should 
like if I may to adopt on behalf of the oredit unions which 
I represent certain arguments and submissions which Senator 
Vaillancourt has put before youe Throughout his submission 
he has stressed the benefits that have accrued to the Labour 
and agricultural classes through credit unions, He has 
pointed out certain outstanding features of the eredit union 
movement which, I suggest to you, are worthy of note --= the 
Simplicity and efficiency of the mechanism in the first 
place and; secondly, their proximity to the credit needs 


which they are called upon to satisfy, and in the third piace 
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their intimate knowledge of the localities and of the users, 
the members. With these attributes, it is pointed out in 
that brief, the credit unions have been able to do what no 
one of the following has been able to do -- private profit 
business, government-operated business, and laws dasiened to 
prevent certain unfortunate practices. All these things have 
been attempted by other agencies or other instruments and they 
have been successfully done to some extent by the credit 
unions. He points out that the credit unions complete the 
deficiencies in the banking system -. to a great extent 
andl am very happy to refer to the argument, which I suggest 
is worthy of your most careful study. 

From the experience we have had with the credit union 
movenent I do not think the subject is as controversial as 
perhaps other branches of your problem and therefore TI do not 
propose to take very much time. I hope to follow very 
closely the outline which I have supplied to yOUe 

I may say with regard to these outlines that they were 
prepared for my own use originally because it occurred to ne 
that if I had an outline I could welcome much more reagily 
interruptions from members of the Commission and then return 
to the outlines May I say, therefore, that I would welcome 
at any time interruptions because I can return to the outline 
so aS to give some sort of continuity to the argument which I 
propose to present. 

The Commission has been asked to inquire into the 
present position of co-operatives in the matter of the applie# 
cation thereto of the Income War Tax Act and the Excess 
Profits Tax Act; 1940, 

It is stated tn the preamble to the Terms of Referonco 


that the word "co-operatives" includes organizations organiz od 
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and operated on a mutual basis, and organizations claiming 

so to be organized. It has been assumed at the public hearings 
that credit unions came within the Terns of Reference, and it 
is therefore necessary to consider the present position of 
eredit unions. 

I have assumed that eredit unions come within the Terms 

of Reference and I need not dwell on that. 

1. Section 4(q) of the Income War Tax Act. 

Attention is first directed to the language used in 

section 4(q) which reads as follows: 

"The income of any banking institution organized under 
co-operative provincial legislation, which derives its reve- 
nues from loans made primarily to members residing within the 
territorial limits within the province to which the institution 
is restricted for the carrying on of its business." 

It is worthy of note that, at the time that this section 

was enaoted by Section 2 of Chapter 24 of the Statutes of 
Canada, 1930, and assented to on May 50, 1930, practically the 
only credit unions in Canada were in the Province of Quebec 
where they were known as People's Banks. There were also a 
number in the Province of Ontario. 

The first credit union was organized in Quebeo in 1900 

but the first legislation was not enacted until 1906. In Ontario 
the first credit union was organized in 1908, but there was no 
legislation there until 1922. Just to indicate how limited the 
movement was Series time of the enactment of 4{q\ I woulda point 
out that up to 1930 there was not a credit union in any province 
except in Quebec where there were 179, and in Ontario where 
there were 15 as shown by the statistics of the marketing services, 
The section uses the term "banking institutions” instead 


of credit union. However, as legislation has been passed in 
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other provinces, and the name "credit union" has received a 
wider use throughout vanada, the practice has been to regard 
credit unions as coming within the provisions of section 4(q). 

it will further be noted that the exemption applies to 
an institution which derives its revenue from loans made pri- 
marily to members. It is suggested that the word “primarily” 
in this section has the dictionary meaning of “chiefly" and it 
will be noted that in the credit union legislation, of which 
the Commission has full knowledge, loans are restricted to 
members. The only variation of this practice is that certain 
investments are made in securities, but primarily loans are 
made to members. The fact that certain investment loans are 
made would not destroy the effect of the exemption. 

My submission is that the fact that certain loans were 
made, victory loans and the like, as permitted under section 
4(q) does not destroy the exemption, and up to date credit 
unions have been within the Scope of 4(q). In the reprint 
from the Economic Annalist of February 1941, there is a summary 
of legislation in Canada dealing with powers of investment and 
thespoint,is that. it is very limited. It is limited to $5,000. 
That will be found on page 4, This document is quite useful 
because it gives a complete summary of the legislation in 
Ganada with regard to credit unions, and the point I make now 
is that the power of the credit unions to invest, apart from 
making Loans to members, is quite limited. In the provincial 
Statutes there are very dfastic limitations, and making a 
survey of the law of Canada, one finds that while primarily 
the purpose is to make loans to members, investment is 
incidental. I will develop that point later. 

if Parliament had intenaed to limit loans strictly to 


memoers it would nos have used the woré *primerily%s. The 
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inclusion of the word suggests that a limited amount could 
be loaned to other than members such as the Government for 
victory bonds. This is the view which has apparently been 
adopted in practice to date. 

The word "members" is not defined and, although the use 
of the word "residing" may throw some doubt on the matter, it 
is submitted that those credit unions which have corporate 
members are still within section 4(q). I+ is also submitted 
that section 4(q) is open to the interpretation which may 
include federations of credit unions, or federations of eredit 
unions and other non-profit organizations, such as co-operatives, 
Such a federatipn comes within the terms “any banking insti- 
tution organized under co-operative provincial legislation 
which derives its revenues from loans made primarily to members". 
The only limitation is that these members must be within the 
territorial limits to which the institution is restricted for 
the carrying on of its business. It is submitted that the 
fact that the institution may do business throughout a 
particular province does not disqualify it. 

There is for example the society in British Columbia and 
there is the Saskatchewan Co-Operative Credit Society, That 
society wou will remember was incorporated by speolal act of 
the legislature. It accepts as members credit unions and co# 
operative associations and it serves as a clearing house for 
the funds of the two, and the relationship of the Credit Union 
to the Society is very similar to the relationship of the 
individual member to the credit unton, I submit that that type 
of organization, in view of the language used in 4(q), is such 
that it is covered. There may be other non-profit organizations 
that wish to join. There is a demand at the present time 
that municipalities be pernitted to make use of these organ- 


izations and my information is that in the province of Quebec 
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municipakities do make use of the Fedefation of Credit 
Unions. That demand is rising in the province of Saskatchewan 
any way, much in the same way as it has done in the province 
of Quebec, because in so many matters we do take our lead fron 
the province in which eredit unions had their origin and where 
they have shown such development. Although the credit society 
does business throughout the entire provinoe, I submit that 
it still comes within 4(q). 

The scope of 4{(q) is very wide under any reasonable 
interpretation. Furthermore, apart from the actual wording 
of 4(q) it is submitted that a credit union is mutual in its 
hature, dealing only with members and controlled by its 
members. The practice is followed by some credit unions in all 
provinces of paying borrower dividends, which is a com 
Operative feature which has been combined with tie mutual 
feature. 

I use the word "co-operative" in the sense that that 
is the popular conception of patronage dividends and a By rie I 
being introduceé into the credit union field. To give you an 
example of what is taking place there I would refer you to the 
last report of the Department of Co-Operation and Co-Operative 
Development, 1944, at page 3. The point is that originally a 
great many credit unions returned benefits on the basis of 
interest on so-called Shares or by reduction of that interest 
on shares, but development is vaking place and this applies to 
Other provinces as well, whereby éertain benefits are paid 
back directly to the borrower in the form of what might be 
called patronage dividends, That is, he gets a rebate on the 
basis of interest paid, not only on deposits, and that is an 
attempt, I suggest, to arrive at perfect equity in the use of 


the benefits which members derive from she credit union, 
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I believe it is 10 per cent in the province of Quebeci A 
good deal has been said in the evidence about the interest 
rate. It has deen Suggested that one per cent per month is 
very high and one counsel in cross-examining a witness wished 
to know whether the Jsury Act was not being violated, and so 
ons JI shall deal with that too. In the urban co-operatives, 
in Saskatchewan at any rate, the rate is one per cent per 
month, and in the rural areas approximately two-thirds of one 
per cent per month. We shall see what the Parliamentary 
Oommittee had to say about interest rates, These Sredis 
unions, in acquiring their experience, adapt their mechanisn 
to what they deem to be equitable, and whether they pay back 
in interest rates on deposits or shares or borrower dividends 
is a matter that is governed by experience. 

It is next necessary to consider briefly the organization 
and business methods of operation of eredit unions under 
Clause (b) of the Terms of Reference, 

Organization of Business Methods: 

A fairly satisfactory description of what a credit union 
is is found in the evidence of Mr. Burns (1-345). 

‘Briefly defined, a credit union is an association 
of persons united by some common bond or community of 
interest, such as common employment, business association, 
geographical location, common religion or common racial 
origin, joined together in a mutual endeavour for the 
following purposes: 

(a) To encourage thrift by providing a safe, convenient 
and attractive medium for the investment of the savings of 
its members through a Systematic plan of saving. 

(b) To promote industry, eliminate usury and increase 


the purchas:ng power of its members by enabling them to make 
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“use of these joint savings in the form of individual loans 
to themselves at reasonable rates of interest for product 
ive and provident purposes. 

(c) To educate themselves in the importance of thritt 
and the care of savings, thereby training themselves in 
business methods and self-government and bringing to them-~ 
selves a realization of the value of united democratic 
effort." 

It may be said with regard to this definition, “Here is 

a type of co-operative that has not open membership.* There 
again experience should govern, The credit union has open 
membership to those whom it can benefit. That is the test. 

It is a device of such a nature that it operates only under 
certain conditions and there must be a feeling of confidence 
among the members before a credit union can preperly functions 
As to the expression “united democratic effort ya. bringine that 
down to earth it simply means that the members gradually learn 
what they can do for themselves by accepting joint responsi- 
bility. In plain terms, that is what is meant. 

The essential point of credit union theory and practice 

is to enable people to help themselves when help is needed. 

As to the function that a credit union Bae et Et ates 
interesting to refer to the evidence of Mr. Sinclair (V-LS5&a), 
The business methods and operations of credit unions 
are fairly uniform throughout Canada, and the evidence before 
the Commission is clear, and need not be reviewed. It is only 
necessary to point out that the formula used is a device that 
has been successful, involving as it does, management by a 

board of directors, granting of all credit by a separate 
committee and supervision by another committee independent 
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That is the point that Senator Vaillancourt Labourg. 
that is, that it seems to be a device that ensures protect- 
ion to the members, 

The loss record of credit unions is very striking 
according to the evidence. One matter which might be re- 
garded/ relevant under Glause (b) of the Terms of Reference 
is the matter of investment Loans. itn nearly all provinces 
in Ganada where evidence has been heard, it has been shown 
that these investment loans are regarded as of a temporary 
nature, because of the short suppdiy of consumer goods. 

MR. PARKER: To you Say that is true in Quebec? 

MR. FRANCIS: In nearly all the PrOVances;, “vanes 
acting for Quebec. I did go there to study the credit union 
situation in that province at first-hand, but I am not acting 
for Quebec, and I am not sufficiently acquainted with the 
Situation there to deal with is. eenator Vaillancourt has 
adequately dealt with it. 

The witnesses have stated that in normal times funds, 
which have been invested in Victory bonds, would have been 
required by the members for productive and provident 
purposes, 

From a practical standpoint it is of great importance 


that a financial institution, such as @ credit union, should 
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make wise use of its resources tor the benefit of 


! 


members and a reasonable margin for investment Shuuld be 
permitted. This would insure the permanency of the insti- 
tution. Contrasted with co-operatives the record in this 
regarc is good. In Saskatchewan of "415 co-operatives 


incorporated since L9l4p 605 have ceased to exist. OF 140 
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credit unions, incorporated since 1937, none have be 


dissolved. (Turner IV = 1178). 
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Looking at Canada as a whole 34 is true that eredit unions 
are new. In British Columbia, out of L490, about 20 have ceased 
to exist. Some of these never decane acsive because they 
never got properly organized. TI Suggest that, so far as British 
Columbia is concerned, this is due to the fact that there has 
not been close and sympathetic Supervision such as credit 
unions require. And if I may respectfully do so, I would SUBELEST 
what it seems to me is a proper recommendation on the part of 
this Commission. I suggest that the Commission might emphasize 
the importance of close governmental supervision of this type 
of organization in the public interest, because I think we cen 
see from our survey of the Ganadian Scene, not only as regards 
credit unions but also ag regards co-operatives, that where you 
have had well-informed and devoted public servants in charge of 
this type of public or semi-public activity, you have a good 
record and where you have not had such men eee Che Pe Conaycs 
not so good. In Alberta the record as regards permanency is 
good. In Saskatchewan it is excellent. In Manitoba, out of 
about 100 credit unions, I believe that less than 10 have become 
inactive, but they were never really in operation. They never 
got going. There was misunderstanding with regard to certain 
credit unions. Some people do not realize that you need 
a@ certain kind of soil in which the credit union can flourish 
and some mistakes were made in the obtaining of charters, 

That is one respect in which an improvememt can be brought about 
by means of governmental supervision .jn Quebec, a very smali 
percentage have become inactive. Supervision is now sound. 
Supervision in Quebec is rather interesting, if I may refer to 
that province, Supervision is carried on by the central 

oredit union group but it is paid for by the government, There 


is close and excellent Supervision. In the maritimes the 
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record is quite good tn this regard. You have evidence 
that seems to point in thig direction, that we have.founda a 
device which wiil work; and we have discovered a type of 
institution to serve various communities and which will 
survive, a type of institution that has the seeds of growth 
and the inherent ability to establish itself permanently. 

From the legal position it is interesting to refer to 
the case of Niles v. Central Mfrs. Mutual Insurance Company, 
(252 F. 564, 566) referred to in Legal Phases of Go- 
operative, L. S. Hulbert. 

MR. PARKER: Is this a quotation from the decision 
itself or from the autnor!s cwn views? 

MR. FRANCIS: I have not the reference but I am quite 
sure it is from the decision. I shali have that checked 
but I think you will find that it is from the decision. 

"An association does not cease to be co~operative 
because interest is earned, or because its money is pru- 
dently invested when not required for the normal operations 
of the co-operative, To hold otherwise would be to penalize 
thrift and good business management. A mere incidental 
profit by way of interest on its invested safety funds does 
not change the purely mutual character of the company, or 
indicate that its business through thus earningaa profit 
is oarried on for profit.” 

If a vredit union coms within the provisions of 4(q) 
its entire income is exempt. 

MR. NADEAU: While we are on thig subject of investments, 
I believe the Go-operative Ueague of Canada has made she 
Suggestion, in regard to the co-operatives, that they might 
pay income tax on their investments. Zo you think the same 


System should be applied to erecit unions as well? 
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~7864- Mrs Francis 

MR. FRANCIS: That matter has received some considers 
ation and the suggestion has been made, that, in view of the 
fact that the credit union is a financial institution, some 
leeway should be allowed in the matter of investments, but if 
investment were beyond what was reasonable for ensuring per- 
maneney and for the use of the association, then over that 
marginthat is Aiowed! any income or investment income or any 
additional income should be taxed. The institution is of such 
a nature that investment is incidental to its existence. 

I would not admit that all investment income of a eredit union 
should be taxed, but I do think that the point may be reached 
where it would be unfair to allow the credit union to make a 
lot of profit and have it tax-free. If it gets beyond the 
stage where it is incidental to the main purpose then it be- 
comes a different matter. It is Something that requires 
careful consideration. 

MR. NADEAU: As a matter of principle, As4% note toe 
certain extent at any rate a departure from the original idea 
of the credit union? 

MR. FRANCIS: I admit that it should not be one of the 
objectives of the credit union, but recently we have had a 
short supply of goods and it was not possible for the credit 
unions to carry out the objects for which they were formed. 
Instead of using these funds or leaving them in the bank -+ 
I suppose that js an investment in a sense -- or Leaving then 
in the till, the credit union officials thought it was only a 
matter of good sense to buy Victory bonds. That is an investe- 
ment anda profit in the legal sense, but mv submission is 
that it is only incidental to the main purpose, anda certain 
amount of leeway, a certain margin should be allowed, in any 
recommendacion the Gomnission makes; and beyond what is reason 


able it is probably fair that they should be taxed. 


OR 


~ : 
a) aie Wiens ts ms 0 ie 4 
» aes ; Fi i Dn , 
. A 
‘Pr * > ne eae 
i fA ‘ . F 7 
aa , ’ a a 


; 4 
nl i SNA. 
c te es © ve 
nei 4 ‘ r } ago & 
“ fa 
ny : 
oy 
q ial “¥ 
‘ ‘ ¢ ah, i ‘ 
Oa \ De 
ae moi t 
be 
: 
’ 
i ’ 
val 
NPA hy - rf 
re 
in 
‘ 
oh, 35-9 
i H t + rr Me | ‘ j 
' 
~ 
I 4 ' 
x aoe 
r 
. 
. 
‘ J 
mus 
im 
, > 
a . 
‘ 
' 
‘ 
. 
i, * { 
“a 
taal 
wh 
2 , 
‘ hy « 
* ra | 
~~ 
ie . 
ne 
a 


‘ts mi ti 


Pty g eae new 2 


= . 5 : 
+f ‘ a + i 4 “I 
’ iM 4 { Ay A Ne * i ite e ie ’ 
f 
. 1 a 
we 
a 7aar ‘ore tye Ly cree 
' 
“sa 
i, di 
‘ 
z. 
t . 
rT = i, + : 
/ 
P 7 
- of 


pl on lec 


Ste a ae ude 
ae 
‘enoekk iansedunba 


: sper : 
ae keen taaeee Polis ‘Proted in 


~~ ‘en 


mY wi: tie 


ae 
¥ ia ba) 


71s fae tr - jae 


as = 


; 9 
Sul 1" ee ks 


fF boris ‘ ie biaow a a 


8 fT sod "hewad of buon 7 
ral” eae ‘i A ie sire Ww w aati a 
#2 BY cha rong %o tol 
feblonk es nt erreate ‘egaite ¥ 

Le ~ y a ii rah F i a 

‘+ pa iit yy) eat ot 7 | LS Ss tneye am 


"iw ust? 4 7 Crh 
} 7 \ Puc lial TH a! 
ty rn 
’ 4 ij i 
Li > 
8 / J AD it »; Py - ai < PY | 


UJ 
yi f “ i, f 4 ra ~ 
sinew Jfiats Bay “Tar 
' . 
tp *r rine a cre arias Tad * 
) Leite Lh @aeee af 
b 


» abdcy, to yicae, tfoda me 
oo et que’ witee og etc betas 4 


— 7 ae ay ft _ sm Ps os 
SAS Bore Ze DSoert ar a 


-~7865-= Mr.Francis 

MR. VAUGHAN: Have you any idea what thet mergin 
should be? 

MR. FRANCIS: I cuuld not suggest any margin; it would 
require an expert to decide sha:; question. 

THE CHATRMAN: It would involve a definition of the 
word "reasonable" or the word necessary”, 

MR. FRANCIS: Perhaps "necessary" in this respect has 
a somewhat different meaning where we are dealing with a 
financial institution, There may be a distinction there, 

THE CHAIRMAN: "Reasonable"is almost as bad, 

MR. FRANCIS: Yes. I do not think I have used the 
word "reasonable"; I have tried to Keep away from it. TI 
hope I have made my point clear, 


The Oomparative Position of Credit Unions and Those in 


Competition. 
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In this regard it would appsar that Bac only persons 
interested would be the following: 

1, Financial institutions making small lvans, 

2. Oompanies selling goods on the instalment plan. 

It is significant that no objection, as far as we 
are aware, has been made by either of these groups to the 
credit unions method of fineneine. or to sie exemption 
which has been granted to the credit unions. The eredit 
union fills a need which hes not been met by any other 
type of organization, and the evidence is clear that 
credit unions have been formed and are operated to ect 
aneed.s Any abdjection taken to credit unions seems to be 
by those who have not a full understanding of how credit 
unions operate, and the benefits derived therefrom. An 
illustration is the brief presented by the Halifax Board 
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-~J7266~ Mr. Francis 

I do not say this unkindly, but I believe that the 
reason for many of the submissicns that have been riago wy! 4) 
regard to credit unions is that vhey are not fully under-~ 
Stood. They are fairly new in this country and it is not 
Strange that their nature should not be fuily understood. 

THE CHATRMAN: You do not have to justify their 
exkstence,. 

MR. FRANCIS: I want to place them beyond the need of 


justifications 


Public Interest 

The Commission has been asked to make such recommenda-~ 
tions for the amendment of existing laws as they consider 
to be justified in the public interest. In making this 
Submission therefore i ic necessary to give special 
attention to the meaning of “he words "in the public interest 
and it is necessary to ask the question whth regard to vue 
recommendations "is it in the public interest?" It is 
submitted that this means "ls there a need fulfilled which 
is of benefit to the community generally?" That we submit 
is a reasonable interpretation for present purposes of 
the public interest, 

Therefore, with respect to this Suumission on behalf of 
the credit unions we ask three questions which we propose 
to answer from the evidence: 

(1) Has there been a Heda? 

(2) Has the need been fulfilled by the Credit Union? 

(3) Has there been a vene?it to the community 
generally? 

With regard to the first Question -= has there been 
@ need -- we refer to the report of the Banking end Gommerce 
Committee of the House of tormong respecting Small Loan 


Companies. 
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-7867- Mz. Francis 

i think this is very important and I commena to your 
attention the evidence and the report of this Parlianentary 
Oommittee. I have taken only shree or four points from the 
report, but the report as a whole is worvuhy of your consider- 
ation. You will recall that this was in 1938. 

The following are brief excerpts from the report of the 
Committee dated June lst, 1938, indicating that at that date 
the pronlem of people in necessitous circumstances obtaining 
small loans had not been solved and the hopeful features of 
bhe credit union: 

"Times again your Committee ha@ been reminded that 
usury is an ancient evil; and as often reminded, that 
despite the innumerable acts of Church and State the 
problem of usury is, in 1938, still unsolved." (pesen?) 

"Following American practice, inaugurated some few 
years ago, the Canadian Bank of Commerce established in 
June, 1936, a personal loan department, and up to date 
has made 60,423 loans for a total amount of $8,800,000. 
The cost to the borrower is made Up Of & di seount ot 16 
per cent per annum and a service charge varying from 50 
cents to $3 depending on the amount of the loan. The result 
is a total charge of about 1 per cent a month on a loan 
for 12 months (excluding provision for penalties). The 
Small Loan Department of the Bank has so far been un~ © 
profitable even without making any interest charge for 
the loaning funds supplied by the Bank." (p. 419) 

As you know, arising out of this Committee's work, the 
Small Loans Act was passed which permitted interest up to 2 
per cent per month. I% will te found in practice that Loans 
that are being made under that legislation are made at 

Bsr cent per year. This matter of interest is a little wus 


leading. If you take 8 per cent discovat on a loan that is 
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-7868-— Mr. Francis 
repayable in instalments, the interest rate will work out 
at between 12 and 13 per cent. The point is that when 
credit unions are criticised for charging an enormous rate 
of inturest of one per cent, in the light of the findings 
of this Committee, and in view of the practice, it is 
actually a modest rate for this type of loan. 

MR. VAUGHAN: I suppose you will agree that there is 
quite an expense involved in lboking after smali loans, 
making collections and all that sert of thing. It is not 
a straight interest charge as in the case of a bank loan 
of a miliion collars. 

MR. FRANCIS: I am not criticising the charges that 
are made by the banks, nor am I suggesting that they are 
too high. What I am suggesting is that, vdecause of the 
rate which they had to charge in order to make it profitable, 
it was impossible for the people who needed credit te s0% 
it and therefore they devised another scheme whereby they 
could do part of the work themselves. Some of the things 
you have in mind, keeping accounts and so on, is done by 
themselves by voluntary labour. It was not intended at 
this point to criticise in any way the rates charged. 

"is custodians of the people's savings, it may well 
be that the chartered banks should not be called upon 
te arrange their investments so that, in the unfortunate 
event of crisis, we should find public savings converted 
into small loans on personal security which under normal 
conditions are regarded as tolerably safe only when 
administered by highly specialized organization.” (p.419) 

"Nor was it established to our satisfaction that 
borrowers would gain (and, in fact, may lose) by the 
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7 B69. Mr. francis 
substitution of an interest rase of 1 per cent a month for 
the banks' usual rate of § to 7 por cents per ennun. True, 
the rate of 1 per cent a month is iow as compared with the 
rates usually charged by companies engaged exclusively in 
loaning small amounts on personal security; but the bank re- 
guires an endorsation that many borrowers cannot provide, 
and it is assumed the bank rejects applications that contain 
a substantial element of risk, or present the prospect of 
undue cost in supervising collection." (p. 419) 

The banker is a business man, he has to make Loans on a 
sound basis, and I am not criticising him at all. He requires 
security of a certain nature which is known to lawyers and 
business men. But for some reason the credit union is able to 
take security of another nature. The security is different; 
that is all. It is a personal responsibility which is not 
guaged by bonds or anything of that kind. It is a unigue tyve 
of security. The credit unicn can accept it but the bank 
cannot and I am not criticising the bank for not accepting 1%. 
I am saying that the credit union is different and supplements 
the service given by the bank. Administfation is also carried 
out by members and that cuts down costs. They cannot afford 
to pay someone else to keep their books. They do these things 
for themselves. That is the matter in a nutshell, 

"Obviously the State can intervene advantageously 
over rates only within a limited field; for naturally a 
legislative rate at which money is not obtainable is of 
doubtful benefit to necessitous people. In the debates over 
the subject it would almost seem to have been at times 
forgotten that to legislate a maximum rate is an injunction 
that, if people cannot borrow at the prescribed rate, they 


oy 


oannot borrow at all." (p, 424) 
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+787 0- Mr. Francis 
"By comparison with the rate charged by personal 
loan department of the Bank of Sommerce the race of 2 pec. 
a month set out in the draft bill is Pen les Tuy ca aie 
to be recalled that, so far, only ee bank has entered the 
field and then with a definite statement tO the Sommittee 
that it is net talking about going into this small loan 
business on a large scale'; while the other banks have 
indicated their unwillingness to enter the field." (no. 424) 
That was at a time, in 1938, when across Ganada there 
was a real need for credit which was not available at raves 
that could be paid and with the pecurivy Offering.) (itis 
interesting to check that date against the rise of credit 
unions throughout Canada and I refer you to a reprint from 
the Economic Annalist for February 1941, Marketing Service, 
prepared by Mr. A. H. Turner. Here in review we have this 
interesting information. The 6redit Unions Act was first 
passed in Prince Edward Island in 1936, in New Brunswick in 
1936, in Manitoba in 1937, in Saskatchewan in 1937 and in 
Alberta and British Columbia in 1938. That legislation was 
passed of course in response to public demand. In other words, 
the existing institutions were not giving the service that 
was required and needed and therefore a genuine demand arose 
on the part of people who needed these loans and could not get 
them. That demand was made first of all for legislation under 
which they could act and the lead came originally from 
Quebec. Briefly, the history of the movement Shows Quebec to 
have been the father or the mother of the movement, then it 
went to the United States and extended to S%-.Francis Xavier 
University, and it was through the influence of St. Trancis 
that many of the acts were obtained, At this time; when the 
Parliamentary Committee declared that they could not find a 


solution, the people themselves said that they would try to 


5 ari ot 


a 


era i 
bod 20128 


vat 


fh Chol: a, See Py ho ae 
ied x ‘abhw noni Baw bist 


St ny 


padsttnd ea af, an: tas et 


sae ae) Be if * so. nesntand “t 


. bt Leen pbeutt bode tant . 
ea oy : 
one ss te al ‘gaat , i 


there rot, heen Pectin eee 
: 7 Fi si he a 

aie Hae 7 An, og bivae ee 

HF Uoeso pe agitqonetat « 


ofan) trosarirotds anes 


4 


i" u “y ue) 
; er " 
rot tenth ofvotosd. sae Ts 


: 
= 

fe 

ha 
F 

aS, 
gl 
q 

sa 
155 


o i at Pe | ; * a 
whe esaite of Samos Te 


el oh gdotiasM st pars 


fo) detéiee tes ndtved 


s t 2 i 
uo lites gaat gebteize aoe 
c oan Pies a 
: ox 5 wee _ 
» “i i - & “ ~ : 
omt bith PSLLYle., Sime 
T di h My J = f. ry 
s ty ut a re i t {) vi Thay ali te a 


I Ae Ww i vet &0 af 7 aT ® sy . 


Ay _— A 
4 
M" . i * 
a” , . be 
lit ¥OLtiw 4 
rt .- 4 
Titalss 5 
oa : tea 
> as 
el + oe", 
gat of te 
i) ae 


3 Pes ene vig et. ase: 


= | 
« ‘ ers 


enw J bane -ytinwovi 


-7871- Mr. Francis 
to find one. They said, "It has worked in Quebec, in Germany, 
and in other places, and we will try it too." 

"By comparison with the rates charged over a 
widespread operation of unlicensed lenders in Ganada the 
rate is decidedly low. Evidence was presented to the 
Jomnittee that unregulated lenders have been currently 
charging rates running into several hundred per cent per 
annum. Evidence from the United States indicated that 20 
per cent a month is not an unusual rate in the unre gulated 
field. In Great Britain, where regulation is undeveloped, 
the law provides that the fairness or unfairness of the 
rate must be determined by the Court before which a trans- 
action comes for review. If the rate exceeds 4 per cent 
a month. the lender must prove that it is not unfair; 
if the rate is less than 4 per cent the borrower must 
prove Ghat 1%.a8 unfair.” . (ps 1424-425) 

"Your Committee expresses gratificatinn with the 
progress made by co-operative credit institutions but 
observes that co-operative credit has been successful, in 
Oanada, as elsewhere, only in proportion to the existence 
of a measure of fomegene’ty in social, religious and 
exonomic relations. There were members of the Committec 
who expressed the opinion that Parliament should subsidize 
educational work for the soread of co-operative credit; 
but the majority of the Committee held thet this admir- 
able objective -- essentially local -- is better left 
with the provinces." (p. 420) 

The record of credit union development since that report 
was tabled is before the Gommission. The people themselves 
through their credit unions have done much to solve the 


problem of credit. All provincial legislatures have now 
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provided legislation which is fairly uniform and reasonably 
adequate. All provinces have provided directly or indirectly 
for inspection services, All governments have given encourage - 
ment to this development. A minority of the Parliamentary 
Committee was in favour of subsidizing educational work Lor 

the spread of co-operative eredit. It is submitted that no 
obstacle should be placed in the way of the further development 
of credit unions. 

My point about taxation is this. Here at this time a 
minority of this committee, representatives of the people, were 
willing to go so far ag to subsidize from the Dominion treasury 
educational work to bring about this result. This was not done 
and possibly it was a wise thing. However, I am not disdussing 
that. w»e any rate they regarded it as of so much importance 
as to justify them in going that length. Well, the people then- 
selves did it, True, they had a good deal of assistance Prem 
the provincial legislatures and much money has been spent in 
this direotion in the public cee ae. It would seem therefore 
inoonsistent NOW to Suggest that these institutions which are 
just getting under way Should be taxed and this movement, which 
is filling a need that no one else would fill, should thus be 
discouraged. 

flocerding to the evidence historically the People's Banks 
were formed because of the economic distress of rural people. 
Raiffiesen was able to convince these people that jointly or 
co-operatively they could through systematic savings pool 
their small resources and thus create a fund from which the 
individual could borrow in tine of need ae distress. In British 
Columbia the credit union development took place because of 
the need which existed among certain groups of people and wag 


assisted by the example set by St. Francis Xavier University 
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~7873— Mr. Francis 
(Burns I ~ 344). The first credit union was established is 
British Columbia by a €roup of unemployed workers in a con- 
munity adjacent to Vancouver, as the evidence Shows, "in a 
groping attempt to better their conditions." (Burns - 1-344), 

The Government of British Columbia realizing the need 
and what attempts were being made to meet the need provided 
the necessary legislation. In La Fleche, Saskatchewan, the 
need for credit was so imperative that action was taken by 
the Board of trade (Bilodeau = V - 1523). Before the credit 
union was formed the average citizen within a radius of 30 
miies could not get credit. (Bilodeau - V = 1537). 

It will be recalled that the Halifax Board of Trade, 
representing a responsible body of citizens, recommended that 
credit unions be taxed. The question was asked of counsel 
whether he knew of any members of his organization who were 
in direct competition with credit unions and the answer was, 
"No, I do not think there are any." Here on the other hand 
is a board of trade working in the interests of the people nf 
that co munity to get the thing going. 

At Antelope at the time the credit union was formed, 
money could not be borrowed from the bank (Lloyd - V - 1543), 
Credit facilities throughout the province were wholly in- 
adequate. According to the evidence, in 70 rural communities 
where there were no other banking facilities credit unions 
were formed (Turner -~ IV ~ 1114). It 4s common knowledge 
that many rural bank branches were closed during the dew 
pression. 

Evidenoe was given that long overdue medical care was 
given only after the credit union had operated and that many 
needs of the home were fulfilled (Lloyd - V ~ 1543). 

This need for filling the credit gap left open by 


rn cowade bee th u ee ter 


wm, 


er 


pei 


ae) 
a | 
Rs? 


hae $c Bhatt 
(oO a5 eid “0 "vont oe ae 


ee! . “oi ae 


‘ 


mae nee 
bila "TO ‘peok | 


A 


* mS ) ¥ 
i. wh) Aen an Ft i 
ne if eh’ 8 AS og 


(Se gins A ra, ba i 
» gta dite d BE} ‘aba t é Banos t . 
hts ogee og etek, wane deka 


a oe 


Diy vateate, te. fod’ bates, pester 
ps, He Pe et taoot Av 5 ae or ; J 
oa a a Reg Nee his : Y ; 

yhod eliteaarqe at e Baas hee enget | 


} ’ 4 Ae F y 
» A 
my ul? ~beped) ed sania ‘Ptheee 
1 ne wy 7 a) of a hi 
: % - , * ; We ¢ Sede ae ; ae ; Str i ait day 1 


+ r a b Bese citar is te mits sguvbert D na 


en ovate Andie ton Bho 


5 | 
+ > oe vi 
° z 4 
bb pd-3 babs 2 po S¢ped 2 a ee 
he . i 
4 ; : ‘| af, 
. , re id . dl 7 7 
ine ; c fe hte il . na nen J we 1 
Ot A Bs ‘4 ot S ayy is a “ rer 4a 20 es ecg ‘ I 
2 gaa ‘ 1 


wis" + Ax a ogo bewes, Ta 


> 4 + 
rr} ” a ‘ , er. u ih 
is ” [ 4 r 
. eee i : Gs 4, he 


; ‘ y ; : 
(as Cys. ees Pet oh: 


og * - ne 4 314 
3 rte . ’ of id i? 
isle ae 
: ee | St ev) ae or saat artes and } paint 2 
fs aa ile adv ate Oe ee - 
rw a GEG UPA ee” aa eae 
> 
eR Oe ee eee Sti. Te 
se, 0 . - bees. i wha ee oh ~ Weds 
iis 
a, — 
Ve on ae ob SAM vi a4 i" 


. é - ¥ t* ra | 
re ti cw fae 7 - £ 
ete Et S02 OOP ESE: ‘btm o. 


he ‘-t 
y _ 
oA Fis ane ‘ e i Kp Tad 7 “i ig a i Coal fe ge Sil. "3 3 ne 


, as ta ad jinn 


a) 


~7874— Mr. Francis 


existing private organizations has been recognized by 
governments which passed various acts all prompted to a great 
degree by the motive of public welfare. Governments have 
attempted to create agencies that would provide’ credit to 
those people who are on the level of small wage and salary 
incomes, to small artisans and to farmers, all of whom at 
some time or other do not possess the neeessary security for 
credit at the regular credit sources. 

With regard to the Closing of branches, the figures can 
be easily obtained, and they show that point after point was 
left without any type of banking service at all. I am not 
criticising anyone. 

MRs* VAUGHAN: Is it not a fact that many branches were 
closed in order to avoid duplication? 

MR. FRANCIS: Yes, but I have personal knowledge that in 
a great many districts the only existing bank was discontin- 
ued. 

MR. VAUGHAN: I thought there were certain arrangements 
whereby one bank would continue in one place and another some- 
where else, 

MR. FRANCIS: I do not think there is a bank now. between 
Hanley and Davidson, for instance. What distinguishes this 
great section of Canadian citizens who are found in the credit 
union group is, not that they want privileges, but that there 
is a need that is driving them into that category. 

Examples of such legislation are the Industrial 
Development Act, the Farm Improvememt Loans Act, amendments 
to the Bank Act and various clauses of the National Housing 
_Acte All these credit agencies were created to fill this 
need. But in spite of legislation there remained a gap which 


the people were required to fill themselves. (Sinclair -V-1549) 
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In some of that legislation, if you refer to the 
statutes, you will find that there igs a government guarantee. 
In other words, there is the guarantee of the government be- 
hind measures that attempt to do somewhat the same thing ag 
the credit unions are doing on a linitead Ssoalé, only in that 
case they pledge the Security of the government and are will- 
ing to risk the people's money. Surely it would not be pro- 
per now to turn around and tax institutions that are dding 
that very thing without any government guarantee. That would 
not be sound and I cannot conceive of anything more incon- | 
Sistent than to turn around and discourage a momement that 
is filling a need which no one else has met. The people 
themselves are Satisfying this need. 

MR. VAUGHAN: When you are speaking of taxation, you 
will agree I suppose that there might be some profit from 
investment. 

MR. FRANCIS: My point is that a number of requests 
have been made to the Oommission by responsible bodies asking 
that the total income of credit unions be texed. In Halifax 
I asked a question of Mr. McInnes whether he meant by taxa- 
tion the taxation of patronege dividends, 

MR. VAUGHAN: I understood you to say that it would not 
be right to tax credit unions -- presumably not at all; 
yet earlier in your argument I believe you agreed that there 
might be a tax on profits arising from business. 

MR. FRANCIS: Yes, over a certain margin. 

MR. VAUGHAN: Do I understand you to say now that it 
should not be taxed at all? 

MR. FRANCIS: I am trying to meet the claim made before 
this Commission that the credit unions should be taxed the 


same as any other organization and that because a credit uniou 
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~7876- Mr. Francis 
is a separate legal entity, everything that comes into its 
hands should be treated as income and be taxed the same as 
any other organization. 

THE CHAIRMAN: You say they should not be taxed at ow oe 
but if they must be, then you offer this as a possible 
solution? 

MR. FRANCIS: Yos. We are trying to arrive at something 
that is fair. 

MR. ELLIOWT: Is it your contention that to tax them 
on their whole income would destroy the movement or have an 
effect in that direction? What I mean is this. You have 
argued that they fill a need and I do not think there was any 
evidence to.suggest that that was not true. Yau have admitted 
that the banks and other institutions fill a need which pro- 
bably the credit unions could not fill. You are suggesting 
however that the credit unions should not be taxed because 
shey fill ea need. Is ‘it your position that these other 
institutions can bear taxation while the credit unions 
cannot? 

MR. FRANCIS: I am suggesting that the people who find 
it necessary to use the credit unions are not ag able to pay 
as perhaps other groups are. May I use an illustration in 
an endeavour to answer the question? TI regard the question 
as fundamental. What you are saying, Mr. BLLLott, 16 tare 
in effect: “What you say may be true, but can they not be 
taxed and still survive?" 

MR. ELLIOTT: Does that enter into your argument? 

MR. FRANCIS: I am coming to that. Let me put it in 
this way. Let us for the moment treat the credit union as a 
social and economic organization, cr at any rate a device 


operating in a certain way. Now I think the evidence shows 
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that it operates in such a way that it tends ¢o improve the 
condition of people who are in necessitous circumstances, 

Very well. The more latitude you give them the more it will 
improve the position of these people, thus enabling them 

to re-establish themselves and so become tax-payers who can 
contribute their fair share to the exchequer of the nation, 
The evidence in the maritimes was that the first step in the 
movement was the Study group and then the people got together 
some savings and helped themselves in this way, and after they 
had taken four or five Steps, the first thing they knew they 
were liable to income bax. My point is that it is a mechanism 
generating, so to speak, a certain amount of economic and 
Social power in the community. You can give that power full 
play as in the generation of electricity and use the electri- 
city, getting the advantage of it, or you can tap the genera 
COS Wt Vou. likes. Say it is unwise in the public interest 

to go back and put the brakes on this social and econonic 
machine in the community because you will be better off if 
you take the long-range view and wait until the power is gener- 
ated and then tap it. I do not know whether I make myself 
Clear. 

MR. ELLIOTT: It is a good simile. 

MR. FRANCIS: That is the point I am trying to make, 
Contrasted with the needs of a rural community, the evidence 
presented in Toronto showed the urban needs for credit. There 
the disadvantages and inadequacies of small loan institutions 
were apparent and again prompted and guided by the leaders of 
St. Francis Xavier those who had the welfare of their fellow 
workers at heart set about meeting the need which existed. 


(MacDonald VII « e510. } 
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The Committee to which I have referred could find no 
‘Solution. The need was desperate and the people themselves 
found the solution. 

As to the need perhaps it was greatest in the Maritime 
provinces. In Morell in the Province of Prince Edward Island 
conditions were deplorable. The need for credit was urgent, 
but the need for establishing confidence of the people in 
each other was perhavs even more important. Again steps were 
taken to meet the need by establishing a credit union after 
very careful study. (O'Brien - XI - 4066). Other examples - 
At Baddeck, in Cape Breton, the story was much the same. 
Without financial means the people could do nothing and there- 
fore the immediate need was to secure finances and to meet 
that =e, the credit union was formed. (MacDonald XII -4464). 

At Larry's River and other points the story was the same. 
It is perfectly clear therefore that there was a very definite 
and urgent need to be fulfilled. 

The second question is - was that need fulfilled? 

Here again the evidence is conclusive. -The evidence from 
British Columbia is that during the entire credit union de- 
velopment the present need has heen met and not one defalca- 
tion has occurred. (Burns - 1 - 347). Total loans amounted 
to $2,000,000. 

Among other benefits members were enabled to take steps 
towards the construction of purchasing their own homes. 
(Burns = I = 349}. 

Apart from other benefits the loans have been insured. 
This scheme has been adopted as a social device for the bene- 
fit of the members, 

it is noteworthy that in the British Golumbia scheme 


the war clauses were of a generous nature and when a credit 
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-7879— Mr. Francis 
union member was killed in action the effect of his life 
savings insurance was to give his beneficiary additional 
benefits to the extent of $1,000. (Burns ~ I - 350). 

In the opinion of the witnesses the oredit union demon- 
strates that the average man is honest if given a chance. 
(Burns - I = 353). 

It is contended that in addition to meeting the needs 
of the members the credit union together with co-operatives 
exercises a stabilizing influence upon the economy of the 
country. (Burns ~ I = 354). 

In Saskatchewan the evidence was clear that the credit 
union had done much to meet the credit needs of various 
communities. As an example in the LaFleche district, 2,963 
loans have been made to 781 members without loss. (Bilodeau 
- V ~ 1524). The opinion of the sheriff of the Judicial 
District of Gravelbourg is not without significance. He stated 
as follows: "I have been acquainted with the Lafleche dis- 
trict for many years and I am also acquainted with the fin- 
ancial condition which has improved immensely during the 
last 6 or 7 years. Better prices for farm products and 
better conditions generally have no doubt helped to the better 
ment of the population. But a large part of the credit for 
this renovation we must admit is coming to the LaFleche 
Credit and Savings Union for restoring confidence in the 
peuple by teaching them how to take care of their own affairs; 
by impressing on the members of the Union the necessity of 
systematic savings and by advancing judicious loans when 
needed." (Bilodeau .~ V « 1529). 

The Ontario evidence is clear on the way in which 
the credit union has helped to solve the problem. After 
referring to the Ontario Money Lenders! Act and the Dominion 


Money Lenders! Act, Mr. MacDonald, President of the Ontario 
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-7880- Mr. Francis 
Credit Union League stated — "These Acts and many others 
have attempted to control interest rates on snall loans, 
but generally Speaking, they have been ineffective because 
unless a source of credit had reasonable rates provided, 
the borrower if he needs the money badly enough will pay the 
rate demanded of him. Credit unions by supplying credit at 
reasonable rates where other institutions have failed to do 
so, have for the first time provided an effective check on 
usurious money lending. (MacDonald = VIT - 2610. ) 

That is only his vpinion and I offer it for what it is 
worth, but the Parliamentary Committee said that no solution 
had been found to curb usurious lending. Here ig something 
worth trying and I submit it Should be given a chance, 

The Ontario evidence also was to the effect that the 
credit union h&g helped meet domestic financlal needs and 
has contribured to domestic harmony and Sncouraged thrift. 
(MacDenald - VII - 2614, 5.) 

It was made possible for members to redeem old loans 
at high rates of interest by borrowing from the credit union, 
The evidence of Mr. O'Brien of Morell was that oredit 
coe have solvec to a great extent the credit needs of 
the members through personal loans, seasonal loans and even 
mortgages. Not only did the credit union meet an immediate 
need but it made it possible for the people of the community 
having gathered funds and established confidence in each 
other to go on and meas other pressing See The sane 
result was achieved in scores of other communities in the 
Maritime Provinces. 

-Looking at the Canadian picture for a moment we find 
that in 1943 almost 375,000 Canadians loaned to themselves 
through the credit unions approximately $17,000,000, and that 


at the end of 1943 they had by means of thrift put aside 
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for provident and productive purposes approximately 
$70,000,00. Furthermore, by the end of 1943, members of 
credit unions had from the inception of the credit union 
movement loaned to themselves approxinately $155,000, 000. 
(Marketing Service, Economics Division, Department of Agri- 
culture, Ottawa, Canada, Official Statistics. ) 

Under the rules of credit unibns every loan would be a 
necessary one. 

That is one point I stress. They were necessary loans 
which would not have been given unless they were needed, 
and that volume of loans to these people is a matter of 
importance. Therefore it is perfectly clear that a genuine 
need existed and that the establishment of credit unions hag 
been the means of filling that need in’ a great measure. 

This brings us to the third question - has there 
been a benefit to the community generally? This is a queetior 
that must receive careful consideration from the point of 
view of the publio interest. Again we look at the evidence. 
We submit that there has been aedenefit. tor tne community 
generally for the following reasons. In the opinion of 
witnesses one of the great benefits lies in the fact that the 
people 40 it for themselves. (Burns = I + 346). 

There is a preat Satisfaction in the members owning and 
controlling their own credit union, (Burns ~ I - 351), 
The benefit to the community generally must be recognised 
because credit unions are encouraged among employees of 
private profit-making establishments. “he evidenee ig that sal 
the company owned by Mr. Buckerfield, who could soarocely be 
said to favour co-operatives, a credit union exists. (Burns 
~ I - 374). The evidence also is that credit unions 
help the people to save and encourage thrift, and surely 


encouragement of thrift is of benefit to the community 
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generally (Burns - I - 374), 

In Saskatchewan, Mr, Molloy, the President of the Credit 
Union Federation, and the Oredit Society, former Deputy 
Minister of Labour, stressed the fact that there were credit 
unions in many commercial establishments. (Molloy - V - bee) ¢ 
Perhaps the most convincing evidence as to the benefit derived 
by the ponents generally (outside of Quebec) was given by 
Mr. Bilodeau. He was emphatic in stating that the credit 
union had a harmonizing influence on the people of the comnun- 
ity. He stated, "Our 781 members include both farmers and 
townspeople of LaFleche. We have clerks, lawyers, stenograph- 
ers, Storekeepers and other business men among our members ag 
well as a majority of the farmers in the vicinity of LaFleche. 
Rvery nationality found in the district is respresented 
in our membership, Loans have been extended to all classes 
of members. (Bilodeau - V - 1524). 

Again, referring to the benefit of the credit union, 
speaking as postmaster, I can say it helps. It is a. great 
thing for the community where ‘we are all divided in race 
and religion. It certainly builds up a better community. 

That is one big factor in the credit union. There is no 
doubt about that. (Bilodeau - V = 1536), 

He also gave it as his opinion that the development of 
the credit union movement would tend to be a unifying force. 
(Bilodeau - V - 1537.) 

tt is common knowledge that in Western Canada the 
problem of bringing together the urban and rural people and 
those of different races, religions and occupations is one of 
prime importance, and it is most encouraging to those who 
have pioneered the credit union movement in the provinces 
to find that credit unions are making a contribution to the 


solution of that problem, 
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It is hard to say exactly what constitutes the public 
interest, it is really a lot of little things put together, 
and all we can do is to look at the evidence and see what ve 
find. But these people are representative Canadians, they 
are truthful people, this is their Opinion from their obser- 
vations in their communities, and I suggest that you should 
give some weight to their representations. 

One of the most Significant features in the LaFleche 
district Le the bringing together of farmers and businessmen 
in solving their commin credit problems. Mp, Bilodeau agreed 
to furnish to the Gommission a statement of the loans made 
in the community during 1943 and this no doubt has been 
Supplied. It is significant that the loans to farmers nunber- 
ed 452 and the loans to other citizens and merchants numbered 
94 including 16 to merchants, Total ‘loans were 546 
for the year involving $122,028. 

Again we recall the evidence to the effect that different 
races and religions were represented on the board of directors, 
the credit committee and the supervisory committee, and it is 
understandable why the operation of the oredit union has had 
a unifying influence on the comunity. In the opinion of 
Mr. Bilodeau the credit union not only afforded credit to the 
people in need of it but gave them more confidence and helped 
to re-establish them. It was the opinion of some witnesses 
that the people have helped themselves through credit 
unions and thereby put themselves in the position where they 
would require less help from governments, and therefore 
the governments would require less revenue. 

That is something that is surely relevant to the 


taxation question. If by helping themselves people can pvi 
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-7884— Mr. Francis 
themsekves in a position where they require less help from 
the government in times of stress that is certainly something 
that has a bearing on taxation. 

It was clear from all the evidence that the credit unions 
for the most part were used by those who had a real need for 
credit and were in the low or moderate income groups. There 
may have been sone exceptions where leadership came from thoge 
who had a genuine interest in the public welfare. It seemed 
Quite clear from the evidence that this was one method by which 
the people could put themselves in a position to pay more 


revenue to the government if the government needed it. 


As to the widespread use of eredit unions it is interesting 


to note that the unions are favoured by a number of private 
profit businesses because these businesses can see from their 
observations the benefits that accrue from the credit unions. 
(Note the following from Bulletin No. 95-E of the 
Department of Agriculture, Oo-operation and Markets Branch, 
"The Control and the Cost of Customer Credit", by A. H. Turner). 
"All types of specialized cormunity service such as 
‘Other private businesses, doctors, hospitals and the like 
have to a greater or lesser degree shown an interest in this 
credit union type of financial institution, because they 
hope to be able to get relief from the necessity of giving a 
credit service along with their own Specialized service. 


It is too early to estimate the success of these co-operative 


agencies in Carrying out. this objective as far as Saskatchewan 


is concerned, but their leaders are now hopeful of satisfact- 
_ory results. The credit union rate in Saskatchewan is set 
by statute at a maximum of 12 per cent per annum on unpaid 
monthly balances, but the credit union members may receive 


dividends on shares, dividends on deposits and patronage 
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-7885- Mr, Francis 
dividends on the amount of loan interest paid, all of which 
are based on earnings and such amounts received by members 
have the effect of reducing the annual interest rate on Loans 
to borrowers since loans are made to members only." 

In the 1944 report you will find there are loans for 
medical services and the like. 

MR. PARKER: Is that a provincial report? 

MR. FRANCIS: Yes. It is the only one available. Let 
me give one or two figures to show what is happening so as to 
bring it up to date. These are the 1944 loans. You will see 
on page 7 of the report that the loans for land payments in- - 
cluding mortgages, amount to 526, about a third of a million 
dollars; ee machinery and repairs, 961, or over a quarter 
of a million dollars. For home improvement and buildings 
generally, farm expenses, medical, dental and hospital, 492 
loans, and for general household expenses, 414 loans, while 
for furniture and clothing there are 206 loanse TI am Simply 
trying to show the adaptability of the credit union technique. 

They provide a common mecting place for labour, capital 
and others; all those who believe in the non-profit system. 
In credit unions all of these are seeking to solve a common 
problem, and in solving it come to understand the other's 
point of view. This surely is in the public interest and 
should be encouraged. 

It is significant that according to the Ontario 
evidence private profit-business frequently placed facilities 
at the disposal of their employees in order that they might 
Cperate -a-oredi > unions 

MR.« NADEAU: At the bottom of page 15 you speak of 
"all those who believe in the non-profit system”. Is that 
supported by much evidence before this Gommission? Aro we 


to understand that members of credit unions generally do not 
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believe in the profit system? 

MR. FRaNCIS: Perhaps I have not made it cleari They 
do provide a meeting place for those who wish to hélp them- 
selves without paying profit. A may be in good circumstances 
and may be able to go to the bank and offer adequate security 
and get a loan, and he would quite properly pay a profit. 

But B may not be able to get credit and therefore he cannot 
take advantage of that profit way of getting assistance. He 
does it himself. All I say is that this is a common 
meeting place for those who are not in a DOSsition to do it 
the profit way. They do it in the non-profit way. 

MR. VAUGHAN: You speak of the profit: way. Lf the banke 
did not have to pay taxes could they not loan money at much 
lower rates? 

MR. FRANCIS: They would not have to pay any tax if they 
did not make a profit. 

MR. VAUGHAN: If they were exempt from taxation and did 
not pay taxes could they not lend to their clients at much 
lower rates than thsy do now and coulda they not also pay 
& higher rate of interest? 

MR. FRANCIS: I will put it this way. 

THE CHAIRMAN: I think you will satisfy Mr. Nadeau if 
between the "non and "“orofit™, where you have the hyphen, 
you add the word "big", 

MR. NADEAU: Or small. 

MR. FRANCIS: I am always desirous of meeting the wishes 
of the Commission. | 

MR. VAUGHAN: JI see you did not answer my question. 

I suppose it is difficult. ; 

MR. FRANCIS: I hope to answer it in the next two days. 

If I may do so I should like to lay the foundation for the 
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answer. Will that be satisfactory, or do you wish me to take 
time now to answer the question? 

MR. VAUGHAN: No, go ahead. 

MR. FRANCIS: Don't let me forget it. I do not think 
you will. 

The testimony of the Maritime witnesses was very Signi- 
ficant on one point. It was established that through eredit 
unions primary producers, such as fishermen, were able to 


obtain access to credit to aogquire the means of greater 


TR 


production in the matter of equipment and supplics. Thi 
in turn enabled them to inercase production thereby con- 
trivuting to an increase in netional revenue. Furthermore, 
the evidence showed that the credit union very often made 
it possible to establish co-operatives with all of the bene- 
fits resulting therefrom. (Oonsiderable evidence was adduced - 
in Quebec and the Maritime Provinces on this point.) 

One further advantage was noted in connection with the 
Nova Scotia development. It was showm that the eredit union 
league is giving service by way of first mortgages, and that 
already 71 loans have been made snd there as been no do- 
faleation on any instalment. These loans are also protected 
by Life insurance. - 

Considerable evidence was heard regarding federations 
of credit unions. These may be olassified under three 
main types:- 
(1) Federations of 2n educational nature. 
(2) Federations for business purposes 
3 


( 


for credit unions and co-operatives. 


) Federations in the nature of 2 central bank 


We had examples of No. 3 in British Columbia and Saske+ch-- 


wan, and I believe others are contemplated. 
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-7888- Mr. Francis 
(1) Educational Federations: 

One of these has bsen described as "a legislative, 
educational, guidance and policy suggesting institution." 
(Molloy - V - 1520), These are usually established on a 
membership basis and do not as a rule conduct any business. 
They of course do not make any profit and there is no 
question of taxatioh as far as they are concerned. Occas- 
ionally, incidental services are rendered by such an organ- 
ization and as an example reference is made to the British 
Columbia Credit Union League. It is described as a service 
organization whose purpose is “the general fostering and 
furthering of the credit union movement." (Burns - I -— 355). 
This league, however, does have a publication and. supply 
department which operates as a co-operative, the surplus 
being returned to the members as patronage dividends. 

It publishes the British Columbia Credit Unionist and its 
general operation is financed by dues paid by the members. 
The surplus acarues from the service operations and the 
more dues the more service rendered. (Burns - I — 357). 
(&) Federation for Business Purposes: 

The whole purpose of these federations is to extend 
the facilities of the credit unions and enable them to 
operate more efficiently. They serve as a clearing house 
for credit unions in various parts of the region. The 
principle of making an overcharge Of the interest, follow- 
ed in tne credit union (Burns - I ~ 352) is followed in 
the federation. Technically these federations have by 
usage and probably by law been deemed to come within the 
provisions of 4(q) of the Income War Tax Act. If there is 
any douvt about this it is submitted that Parliament should 


clarify section 4(q) in order to include any extension of 
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-7889- Mr. Francis 
the credit union development in either the PCOVING LAL or 
the dominion field as long as credit unions carry on their 
functions according to recognized credit union principles 
on a mutual basis. The same exemption should exten4 to 
federations of credit unions as extend to credit unions 
themselves. 

I come now to federations of eredit unions and co- 
operatives. The federation is simply another instrument for 
performing a part of the function which the members set out 
to perform, and under 4(q) at the present time they should be 
included. I suggest that it should be made perfectly clear 
in any legislation bringing about changes that federations 
are covered. I mention dominion as well as provincial be-~ 
cause there is some doubt, I suggest, as to the constitutional 
status of some of the credit unions. As you recall, under 
section 91, banking is restricted to the dominion. [ had 
occasion to look into that point at one time when we were 
applying to the provincial legislature for the Credit Society 
Bill, and I believe I found only one authority, a district 
court judge who had ruled that a 6redit Union Act was within. 
the competence of the provincial legislature. So that con+- 
stitutional difficulties may arise and I submit with respect 
that in the report that possibility be déalt with and that 
it be made abundantly clear that legislation enabling the 
incorporation of credit unions igs constitutionally sound. 
Furthermore, it may be that in an area like western Canada, 
or Eastern Canada, the territory is not sufficiently Large 
to include the entire area in which the federation should 
operate, so that it might be necessary in the interests of 

eredit unions to have a federation serve more than two 


provinces. It is clear in that case that the provincial 
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75005 Mr. Francis 
legislation may not be adequate. I remember that at the time 
this legislation was passed in Saskatchewan the Deputy 
Attorney-General argued that even at the present time the 
legislature did not have the power to set up the type of 
organization contemplated by 4(q). So that there is that 
constitutional point that should be considered if there is to 
be a revision of 4(q). 

MR. VAUGHAN: There would be no constitutional difficulty 
of that kind if they were incorporated under dominion lLegis- 
lation. 

MR. FRANCIS: There is a lot to be said for having prov- 
incial statutes such as we have at the present time. As a 
matter of fact they are pretty uniform. We find far more 
uniformity in credit union legislation than in co-operative 
legislation. But I am not recommending that. I am recomnend- 
ing that in addition to what we have now there should be 
supervision should the need arise so as to strengthen the 
constitutional position of the present credit unions or to 
make it possible to organize a credit union federation invol~ 
ving more than one province. 

MR. VAUGHAN: They would be entirely uniform under 
dominion legislation. You say they are fairly uniform now, 
but they would be entirely uniform under such legislation. 
However, I am merely asking for your opinion. 

MR. FRANCIS: There are variations to be considered. 

For instance, you have a different position in Quebed, a 
different history, a different background, and generally 
that observation applies to provincial laws relating to 
property and ocivil rights. 

'(3) Federations of Credit Unions and Co-Operatives. 
Illustrations are found in British Columbia and 


Saskatchewan. In British Columbia the organization is known 
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as the British Columbia Central Credit Union. The membership 
is open to credit unions and co-operative associations. (See 
bylaws and Burns - I ~ 358). 

Its objeot is to provide "a repository for the surplus 
and reserve funds of its members and to make loans to the 
members from the funds thus created. (Burns - I - 358). 

In Saskatchewan the organization of this type is known 
as the Saskatchewan Co-Operative Credit Society of which the 
witness, Mr. Molloy, is the President. It is submitted that 
the types of organizations (2) ana (3) operate on a mutual 
basis and deal only with members, do not make a profit, and 
therefore are not subject to income tax. Purthermore, that 
Since they merely serve to extend the services of credit unions 
and occasionally of co-operatives they are entitled to the 
same treatment as credit unions for the same reasons. They 
come within section 4(q). 

It will be observed that in most ereait unions and in 
federations referred to under the third heading, borrowers! 
dividends are usually allowed cither by law or practice, this 
being done to achieve equity for all who use the credit union. 
It is significant that in every province in Oanada hhe govern- 
ment has seen fit to pass legislation designed to enzble credit 
unions to be formed and to operate efficiently and safely. 

The operation of a credit union although under democratic 
control is such that it insureg reasonable safety. The loss 
ratio among credit unions is very striking. In British 
Columbia no losses have occurred. In other provinées the 
losses have been insignificant. The government has also 
given assistance by way of guidance, advice and inspection, 


and doubtless the inspection service, together with the unicuc 
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-7892- Mr. Francis 
type of interior control, explains to a large extent the 

iow loss ratio. The evidence shows that the members take 
a great interest in the credit unions. This also helps to 
ensure soumd operation, and at the same time it gives the 
members intimate knowledge of financial matters. The very 
fact that the Government has given the support and assistance 
indicates that they must have considered their development 
and encouragement of credit unions in the public interest. 

In normal times, according to the evidence from the 
provinces mentioned, the ddposits and share capital would be 
required by the members to a great extent for provident and 
productive purposes. In time of war, due to the short supply 
of consumer goods and the war priorities and Festrictions, 1% 
has not been possible for memberé to fully utilize the funds 
of the credit unions for normal purposes. For example, one 
credit union has invested in Victory bonds $250,000 which 1. 
normal times would have been loaned to members. tn that 
credit union fears loans of $30,000 pending the time that 
tractors will be available. (Bilodeau - V - 1535). 

Other evidence stresses the fact that on account of 
the orders of the Wartime Prices and Trade Board, and the 
shortage of consumer goods, avenues through which lcens are 
usually made may have been curtailed. (Burns - IT — 349). 

% is the opinion of witnesses that when normal conditions 
return the credit union moneys will be required for ordinary 
purposes and investment loans will no longer be necessary. 

It is submitted that because this is a temporary condition 
and in view of the authority referred to above that in sc far 
as the vast is concerned the Commission should recognize 

that the income derived from investments by credit unions 
Shouls not te taxed, and that as to the future since this 


condition is very likely to alter very quickly income from 
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~7693- Mr. Francis 
investment koans Should not ve taxed. At any rate, 
unless the investments should exceed an amount deemed to 
be necessary by the Minister Of National Revenue ag a 
"safety margin", 

There has been a period of fair prosperity and it seens 
to me that some of these investments are fairly high, but 
that is all to the good, as a safeguard perhaps against the 
days that will not be go prosperous. I suggest therefore, 
that if any limit is placed on investments it should be made 
ample so as to ensure the continuity of the credit bbab Were 

It is submitted that credit unions and federations 
of credit unions which are merely extensions should not be 
taxed because it ig not in the public interest: as previously 
outlined, that persons of low income and tax groups who are 
desirous of helping themselves ana who are willing to go to 
a great deal of trouble to help themselves should be dis- 
couraged by taxation. In a Sense they are performing the 
functions which would otherwise have to be performed. by 
governments through institutions that would not pay income 
taxe Furthermore, they would be retarded in their efforts 
to put themselves in 4 position where having assembled and 
made effective their collective finencial Strength, they 
are in a position to further improve their financial position 
and become not only liable but able to contribute more 
substantially to the fevenue of the nation. 

Credit Unions should not be required to make deductions 
under Section 92 of the Income War Tax Act. 

Section 92 provides for the deduction of anaamount 
equal to 7% of any amount which becomes payable by way of a 
dividend in cespect to any bond or stocks The evidence 
is that in the Province of Saskatchewan the credit unions 
have been required to make chis deduction. (Bilodeau - y- 


1526). 
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I happen to know that not many weeks ago an official of 
a credit union spent several evenings of his tine making out 
these returns, making deductions and so on, while the total 
amount involved was possibly $3.50. 

The evidence is uniform that the so-called shares in a 
credit union are not shares in the ordinary sense as the term 
is used in the joint stock company law. In fairness, however, 
it should be admitted that in so far as one share is con-= 
cerned the arguments advanced by credit union witnesses is 
open to question, With respect to the share held for the 
Purposes of control there is a technical argument, in favour 
of Section 92. As to one share it cannot be withdrawn and any 
interest paid on it is a dividend. In the same sense it is 
technically a dividend. The evidence shows that either by law 
or practice the share of a credit union is usually $5.00. 

The one share which is held permanently by the inember ond 
which does yield a dividend in the technical joint stock 
company sense would only yield in practice an interest rate 
of 3% or 4%. By law it could not excced 5% or at most 6%. 

At the rate of 4% which on the evidence is the usual rate the 
income per year on a $5.00 share is only 20 cents, and 7% of 
that amount is 1.4 cents. The sum is so insignificant and 
the amount of work involved by labour, usually voluntary, 

is such that it is only common sense to relieve credit 

unions from the obligation of making the deductions. 

With respect to the so-called shares, apart from the 
share which must be retained by the member for purposes of 
control, we must refer to the evidence. 

MR. ARNASON: One point at issue is that the Law with 
respect to the deduction at the source has apparently not been 


enforced uniformly in all the provinces. Is that your point? 
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~7895— Mr. Francis 

MR. FRANCIS: Yes. I intended to refer to CHOD se. © 
believe the evidenaoe shows that Saskatchewan is the only 
province in which it has been enforced, although in New 
Brunswick an attempt has been made to enforce it; but the 
el 5 on was reached to let the matter stand. I cannot 
recall evidence from any other province where compliance 
was required. That is a point I wished to mention. 

MR. ARNASON: Under most eredit union legislation the 
directors are given authority to limit the number of shares 
which may be held by each member, or.it may be set forth 
in the by~Laws. 

MRe FRANCIS: I do not recall from the evidence whether 
there is a strict limit. There may be bat I do not renember. 
I am familiar with the ability to s1mit but Io do not think 
that the directors have placed a limit on the number of shares 


ah 


which may beheld. The point I am trying to make is that 

Shares and deposits are so much alike that if a limit were 
placed on the number of shares thet could be held a member 
would have more deposits. 

MR. VAUGHAN: Are the rates the sane on deposits and 
shares? 

MR.e FRANCIS: Not necessarily. 

MR. VAUGHAN: They would be higher on shares? 

MR. FRANCIS: Usually. The whole thing is in the hands 
of the members. The evidence is uniform that these so-celled 
shares are actually in the nature of deposits and a term 
which is used to describe then accurately is “loan unit". 
This term has been used by a number or witnesses. 

By-Laws usually provide that the so=called share capital 
is withdrawable on 90 days’ notice but the practice has been 


to permit members to withdraw the so-called share capital 
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almost on demand. 

The share certificate is not issued to the nember. 
The share is not treated as a part ownership, It is clear 
from the evidence that the term has been carried over into 
credit union law and practice from joint stock company law 
and does not accurately describe the nature of the deposits. 
Therefore, in giving a reasonable interpretation to Section 
92 it is quite clear that apart from the members controlling 
share any others held by him are deposits and should be 
treated in exactly the same manner as deposits in a chartered 
bank. The law does not require a chartered bank to make | 
deductions from the interest paid on deposits and the 
officers of credit unions who are voluntary workers in any 
case, and are dealing with much smaller sums than chartered 
banks, should not be required to undertake the extensive 
labour of completing T.5 forms. The chartered banks are 
required to make returns only when interest of $100 or more 
PS paid or credited to a depositor in a calendar year 
(Uap. 45. S.0, 1944, amending Section 10 2(b) Income War 
Tac Act.) 

Note the following evidence: "Starting in 1943 wé 
have been required to deduct 7% at the source for income 
tax on ths dividends we pay out. As the average dividend 
per member is about $6.00 the majority of these deductions 
are less than 50 cents each. As a Large proportion of our 
members have incomes that are too Low to be taxed Visy are 
entitled to apply for a refund of this tax. If they do so, 
we have little doubt that the cost to the Income Tax Depart- 
ment in making these refunds would exceed the total amount 
that we have deducted at the source. Deduction at the souree 
LS a costly method of deducting income tax." (Bilodeau -- V- 


1525). 
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It appears from subsection 12 of Section 92 enacted by 
Chapter 28 of the Statutes of 1942-43, that Parlianent in- 
tended to deal with this matter but apparently the taxing 
authorities did not consider the amendment went far enough to 
exempt dividends payable by 4 6redit union, 

Subsection 12. Interest or dividends payable to the 
following persons shall not be liable to the deduction at the 
source provided in subsection 1 of this section, 

"(a) persons and institutions MOMULOMe a) Sivik io eieng fe 
paragraph p and q of Section 4 of this Act. " 

It should be borne in mind that the greater part of the 
work done for credit untons is of a voluntary nature and it is 
submitted that from an administrative point of view as well as 
on the grounds of convenience it is not desirable to require 
these deductions. The evidence is that in Ontario some Income 
Tax inspectors have considered it a hardship to require credit 
molon official's to complete the T,.5 forms, and they have not 
all insisted on a strict compiiance with the Act. (MacDonald 
- VII - 2608). It appears from the evidence that it-is tn 
Saskatchewan only that strict compliance with the letter of 
the law is required. 

Attention is abies to the following evidence on this 
point. (Sinclair - V = 1553), Appearing on behalf of the 
credit union league, Mr. Sinclair Supported the request for 
a change in Section 92 on the following grounds. He urged 
(1) that the funds of the credit unions were deposits ahd not 
inve stment funds; (2) that the shares were used purely for 
the minade = of formalizing the organization and had no Signi- 
ficance otherwise attached to them; (3) that the return on 
Share capital in the credit union was asually set at a low 
rate and thus is comparable to savings deposited in a 


chartered bank. 


U4 5s 
ja ie ~ 


ante: Ue en, hac 
tee coe aioe 
- : . | 


Mas das Sal 


: i 
RY ar 
= ay 
, 2 N i" | 
T ela he” 


h Si 


Tous. SI THOe. 


-7898- Mr. Francis 

It is worthy of note that the Inspector of Credit Unions for 
Alberta considers that the amount of work involved would 
be too ereat. (Fitzpatrick - II ~ 242). 

Credit unions number among their menbers women, children 
and many others not in receipt of taxable income and to 
require deductions of interest would only require a great 
deal of labour for tax officials in dealing with applications 
for refunds, 

Under the legislation the age limit is much lower than in 
the case of the ordinary company. A person may become a 
member of a credit union any time after birth. I think that 
is correct. And administration is put in the hands of credit 
union members when they are 17 or so. You find that a great 
many people who have no taxable incones at all put their 
money into credit unions. 

On grounds of convenience and a reasonable interpretasion 
of the section, it is submitted that credit union officials 
should not be required to comply with the strict letter of 
Section 92, It appears that the usage in every province of 
Canada, except Saskatchewan, has been to relieve credit union 
officials from the necessity of making these deductions, and 
that it is perfectly sound law that where the provisions of 
any statute are ambiguous then the Jourt is entitled to look 
at the usage to clear up the ambiguity and if this rule is 
open to a court it is certainly open to a royal commission. 


(Craies Statute Law, 4th Edition, p. 141. { 
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Summary of Recommendations 

1. The retention of the provisions of Section 4(q) of the 
Income War Tax Act with such clarification as is necessary 
to ensure the inclusion in the clause of federations of 
credit unions whether for educational or business purposes. 

It might include co-operatives of the type with which 
your Commission is familiar. There-is the constitutional 
point which I would urge with regard to any new legislation. 
®- That section 92(1) of the Income War Tax Act should 
not apply to dividends payable to members of a Oredi Gt unions 
3. That the income of a credit union derived from invest: | 
ments be exenpt as the investments are incidental to thw 


main purpose of the credit union. 


Here is a movement that has made some headway. It 
has the support of provincial legislatures that are in close 
contact with the needs of the people and deserves encourage- 
ments. Moreover, this is a type of organization that ean 
he related to the tax problem closely enough so that your 
Oommission is entitled to recommend that the income of 
credit unions should not be taxed. I therefore urge the 
Commission so to recommend in its report. 

MR. VAUGHAN: You spoke of the Federation being 
intended for educational purposes. Was it your intention 
to suggest that the federations be Limited to such 
purpose? 

MR. FRANCIS: They have no income anyway. They are 
more like a club, 

MR. VAUGHAN: Another question. With regard to the 
use of the word "primarily", that is a presty broad tern. 


Would a proper interpretation, in your opinion, allow for 
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~7900- Mr. Francis 
90 per cent, or 75 per cent or 50 per cent, or what? What 
would be a fair interpretation of the word? 

MR. FRANGIS: I tried to get the exact meaning of that 
and I looked up two or three dictionaries. The best word I 
could find was "chiefly." 

MR. VAUGHAN: It is hard to measure it that way. 
"Chiefly" might be 51 per cent. 

MR. FRANCIS: That would not be ny interpretation. I 
would suggest this: the Dominion Parliament used the word 
"primarily" and dia not define it. It referred to provincial 
institutions in 4(q). Where do you go to find what these 
provincial institutions are like? You go to the prowinetal laws, 
and the limits placed on these incidental loans or incidental 
lending are very low in the provincial Leg Slaton yes $5,000 
me believe. T gave you a reference with all the provinces listed. 
Now Since the dominion has not defined the word "primarily, 

I suggest that the fair test is the limit placed on these 
incidental loans by the provincial governments. I do not know 
where else you can go to find out what "primarily" means. 

MR. VAUGHAN: If it is incidental, would not 90 per cent 
pover it? 

MR. FRANOIS: It is made very low by the province. I f 4 
Group of people join together with the idea of making invest- 
ments outside, that is elearly outside the pictuge. But if a 
group of citizens form a credit union of the type we have been 
talking about and incidentally make these investments, then 
that does not debar then from the provisions of 4(q). 
MR. VAUGHAN: "Incidental" would imply a very small 
extent. 
THE CHATRMAN: Which is the more profitable investment 


== the loan or the outside investment? 
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MR. FRANCIS: The loans to members. 

MR. VAUGHAN: Do you think it would be advisable or 
possible to define "primarily"? There is apt to be a ques- 
tion at any time about it. 

MR. FRANCIS: I cannot suggest any standard or test to 
go by except provincial law. 

MR. VAUGHAN: The moneys are to be loaned within certain 
territorial limits. Is there anything that prescribes the 
meaning of “territorial linits"? 

MR. FRANCIS: I am subject to correction by Mr. 
Arnason, but I understand that eredit unions may be set up 
for a certain area and they would have no powers to operate 
outside that area. It may be a municipality, a parish or 
acitye I say that the federations were get up to operate 
in the whole province and the fact that their operations 
may have been provincial-wide does not preclude then fron 
inclusion in section 4(q). 

MR. VAUGHAN: There is no way of defining what the 
extent of the territory shall be? 

MR. FRANCOIS: That is governed by experience. 

MR. VAUGHAN: And their own by-laws. They can open 
it up Bs wide as they like. 

THE CHAIRMAN: Not as far as Quebee is concerned. 

MR. FRANCOIS: It must be a group of people having a 
common interest. That is why I stress the importance of 
adequate government supervision, 

MR. VAUGHAN: Do you think it comes properly within 
the functions of a credit union to have checking aceounts, 
as in a bank? 

MR. FRANCIS: Yes. That is part of the mechanics of 
operation, and any mechanical device that is used by others 


should be open to them. 
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MR. VAUGHAN: It begins to look a little more like 
banking if they issue cheques. 

MR. ARNASON: With regard to the question which was 
asked Mr. Francois, I believe the practice is to require the 
credit union to designate by by-law the linits within which 
it operates, and these by-laws are Subject to the approval 
of the Registrar. 

MR. PARKER: May I ask my learned friend one question 
by way of clarifioation with respect to the argument about 
deductions. He says that shares ana deposits are substantially 
the same thing. I suggest that instead of relieving then 
from the necessity of making deductions in respect of shares, 
they be required to make deductions in respect of shares and 
deposits as well. What have you to say to that suggestion, 
Mr. Ffancis? 

MR. FRANCIS: If ny Eta friend would like to have 
that change made, I suggest that the same rules be applied 
to the banks. There is a margin of $100. 

MR. PARKER: No one has ever told me that my miserable 
deposit of $100 was anything like a bank share. 

MR. FRANOIS: The bank is not required to make deduct-— 
ions of interest paid on deposits. My learned friend is 
suggesting that these people, who do this work out of hours 
on a voluntary basis, should be required to do something 
that the people in the banks do not do. 

MR. ELLIOTT: Would there be considerable objection 
to a formal requirement that they report, as banks do, returns 
of interest in amounts of $100 or more? 

MR. FRANCIS: None whatever, 


MR. PARKER: Whether on shares or deposits. 
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--7903- Mr. Francis 


MR. ELLIOTT: Yes, 
MR. FRANCIS: Certainly not. 
MR. PARKER: Treat them all alike, 


THE CHAIRMAN: Thank you, Mr. Francis. 


Adjournment at 12.30 p.n. 
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Pursuant to adjournment the Commission met at 
2 ofclock pem. 

THE CHAIRMAN: Yes, Mr; Francis? 

MR. FRANCIS: My lord and gentlemen, it is nov. my 
duty to present to the Commission an argument on behalf 
of a large number of co-operatives which I represent. 

I am afraid that this is Soing to take some time, though 
not more than I can help. I realize something of the 
magnitude of the task that has been assigned to this 
Commission. I realize something of the public interest 
that has been taken in the work of the Commission and the 
interest which the report of the Commission will attract 
across Canada. [ am approaching this argument in the 
hope that what I have to say may be of some assistance to 
this Commission. From time to time in this country, as 
in other countries, we get into a bit of a tangle and a 
body of men is selected to try to unravel that tangle and 
find a solution; and it is the duty of all citizens, 
including ourselves, to try to assist thet body of men 

in unravelling that tangle and finding that Solution, and 
that is the attitude we take in approaching this matter, 

I may say also that I am taking some time because 
I feel a great responsibility to the scores of thousands 
of people who are represented hers, directly and indirectly. 
They have gone to a great deal of trouble in preparing 
submissions and in appearing, and I feel thet having done 
that, they expect me to make the very best presentation 
{can of their case. So if T take a little more time than 
perhaps this hot weather would scem to Justify, 14 is) tee 


the reasons I have mentioned, 
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First I should like to have e correction made in the 
outline of my argument with which you have been supplied; 
I should like to have section 28 B on page o7, deleted. 

I again propose to follow the general outline, as found in 
the terms of the reference; and I have set up the outline 
On that basis. 

According to the preamble, to which slight reference 
has been made, set forth in the order in council P.(G. 8725, 
doubt has arisen as to the effect of the Income War Tax Act 
and Excess Profits Tax Act, 1940, in the case of co-oper- 
ative corporations. That there is such a doubt has been anply 
established by the evidence adduced before the Commission. 

Under the terms of reference the first task assigned 
to the Commission is set forth in clause (a), This task 
is *"to inquire into the present position of co-operatives 
in the matter of the application thereto of the Income Wax 
Tax Act and the Excess Profits Tax Act, 1940." Attention 
is therefore directed to the following; and I should like to 
deal with this briefly under two headings: 

(a) The present position of co-operatives under 
Section 4(p) of the Income War Tax Act, 

(b) The present position of co-operatives apart from 
Section 4(p). 

I think if I make that division at this stage it will 
Clarify matters, So I proceed to deal with the present 
position under section 4(p). 

THE CHAIRMAN: That would be roughly the legal as against 
the statutory position? Perhaps I should not say the legal 
position; it would be the common law position, as against 


the statutory position? 
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MR. FRANCIS: Yes; and I should AIRS first of all te 
deal with the Statutory position, because we are confrontea 
with a general request that the large group which I represent 
Should be taxed under section 4(p), and I wish to deal for 
a moment, or for a little while, with section 4(p). 

I may say that my general position is this; thet I am 
contending that the co-operatives which T represent, with 
one or two exceptions, come under section 4(p). That is my 
géneral submission; that £3, apart from those that do more 
than the fixed percentage of business with non-members, 

There may be a few exceptions to that, but that is my general 
submission, f am going to try first of all to bring the 
great body of the co-operatives whom I represent under 
section 4(p). 

MR. PARKER: Did I understand my learned friend to say 
that the only way some of them are outside of 4(p) is because 
of the excess of non-member business? 

MR. FRANCIS: I did not hear my learned friend's ques- 
tion. 

MR. PARKER: Do you say that any of those whom you 
represent, who do not come within section .4(p), are out 
because of the excess of non-member business? 

MR. FRANCIS: No; I Say nearly all. 

MR. PARKER: That is what I wanted to get clear, 

MR, FRANCIS: Present position under section 4(p): 

To determine the meaning of section 4(p) from a legal 
Standpoint we must, of course, look at the language use@ 
in the clause, and if the language is clear and unambiguous 
we cannot look beyond the language. As the preamble to the 
terms of reference States, and as the svidence before the 


Commission shows, the language of section 4(p) is not 
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entirely clear, There has been a widespread misunderstand- 
ing about 2 ee 4(p). 

Attention is first directed 5 certain provisions 
contained in section 4(p). It is submittea that on a 
correct interpretation of this section it covers Giarchi 
co-operatives, with perhaps one or two exceptions on behalf 
of which this submission ig made. Those which have done 
business with non-members in excess of that percentage 
permitted by the clause are, OF course, exoluded and have 
been required to pay taxes. To supsort this submission 
attention is drawn to certain key words in section 4(p), 

Other like co-operative companies and associations: 

It has been strongly urged before this Commission that, 
because of the use of the words "farmerst, dairyments, OUG. as 
that the classes of persons to be included in section 4(v) 
are limited to primary producers, and that the use of the 
words "other like co-operative companies and associations", 
which follow the enumeration would, according to the 
ejusdem generis rule, extend the exemption to similar groups 
of primary producers Only, (Adamson - VI - 1769 and many 
other submissions), It is submitted that the ejusdem generis 
rule does not apply in this case, but that the words "like 
co-operative companies and associations" refer to companies 
cooperatively aaerent and operated, To quote from 
Craies Statute Law, 4th edition, page 167: 

"The ejusdem generis rule is ‘one to be applied 
with caution, and not pushed too far, as is the 

case in many decisions which treat it as automatically 

applicable, and not ag being, what it is, a mere 

presumption, in the absence of other indications of the 


intention of the Legislature," "Unless you can find 
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& category" says Farwell, LeJ., "there is no 

room for the application of the ejusdem generis doctrine’ 

and where the words are clearly wide in their meaning 

they ought not to be qualified on the ground of their 
association with other words," 
But we submit that there are manyAndications of the 
intention of parliament within the Income War Tax Ao Atselt, 
It is quite clear that the intention is to encourage co- 
operative enterprises, not operated for profit, rather than 
to favour a particular Occupation, } 

While the modern tendency is for the courts not to 
seriously regard marginal notes in public statutes it igs 
not without significance that the marginal note to section 
4(p) is: "Co-operative Companies and Associations", and 
not one signifying occupational BVOUDS » +- think inthe 
early years some attention, or a great deal of attention, 
was paid to marginal notes. Tf Quite admit that this is 
not so important now, but there is-some Significance there, 

Clauses 4(g) and 4(q) of the Act also show an intention 
to encourage mutual and co-ops rative enterprises, irres- 
pective of the occupation of those participating, 

There is no intention to limit the provision to companies 
and associations of persons of certain occupations, but the 
intention is to include cOmpanies and assoordtiiens which 
are co-operative. 

I might mention section 4(y) as well. Section 4(y) 
deals with co-operative housing, and there is no limitation 
there. 

it might be argued that the words of the section 


"Farmers!, dairyments eto.” are suggestive of the types of 
2 3 © 
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marketing associations referred to in clause (a/, but under 
Clause (b) any incorporated group of consumers purchasing 
their supplies and equipment is a “like” co-operative associ- 
ation, Such a group might be cutting logs in the forest or 
Sawing logs in the mill. Is the essential difference 
contemplated by the statute between primary producer, such 

as loggers and labourers, such as mill WOLKE Om 16: Vit 
between a non-profit and a profit company? It is submitted 
that it is the latter, The character of the new entity me. 
determined far more by its Structure, control and distribution | 
of surpluses than by thebccupation of the individuals who hap~ 
pen to hold shares or membershipsS.e 

There is not very much difference between the labouring 
men of Cape Breton forming a co-operative and the farmers 
of Saskatchewan doing the same thing. The difference is not 
nearly so great as the difference between a co-operative and 
a private profit company, as { will try to establish a little 
later on. 

It will be noted that "like qualifies companies and 
associations, "Like" means like that kind of an association, 
1.9. an association organized and operated on a co-operative 
basis. I think a careful examination of the language will 
lead to that conclusion, 

If parliament had intended the other meaning it would 
likely have said "and other associations of persons in like 
Occupations” or words to that effect, It is an association as 
described in the clause that is exempte Now I have some 
Support for this, as I will show in a moment, 

According to the evidence, many co-operatives which 
could not be classed as primary producers, have not been 


assessed, or required to pay income tax, They have 
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obviously been deemed to come within the provision of suctioc; 
4(p). hat is in practice, AS an examole we might mention 
one of the oldest and largest associations in Canada -- The 
British-Canadian Co-operative Society Limited. It has nover 
been assessed (MacDonald -- XII - 4366). Timmins is taxed on 
reserves and excess depreciution but does more non-member 
business than permitted by sectim 4(p) (Haapanen - Vit ~ 
£2543, 2549), from general personal knowledge, as well as 
the evidence, we know of many other cases in addition to the 
oné in Cape Breton, 

There is sound legal authority for taking into account 
the usage in determining the meaning of the word "like", 
According to Maxwell on the interpretation of statutes, 
eighth edition, page 26, 

"auother class of external circumstances which 
have, in peculiar circumstances, been sometimes 

taken into consideration in construing a statute, 

consists of acts done under it, for usage may 

determine the meaning of the language, at all 

events when the meaning is not free from ambiguity,‘ 

My submission is that the janguage here is ambiguous. 

THE CHAIRMAN: There is no doubt that in the case of 
ambiguity, extraneous aids to interpretation are admitted. 
There is no doubt of that in law. T do not think you need 
to labour that legal point. anywav, 

MR. FRANCIS: The reason I raise it is to show that 
there are external circumstances, I quite agree that 
that is the legal prine ple. ~cen, having applied that, 
we look to the external circumstances to see what we can 


find to show the real meaning, That is my point, 
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MR. NADEAU: If you will allow me at this stage, I 
understand you to say that an association might mean any 
kind of co-operative? 

MR. FRANCIS: Organized on a co-operative basis. 

MR. NADEAU: So I believe we should try to understand 
"like association"in relation to what follows. That would 
be right? 

MR. FRANCIS: Yes. 

MR. NADEAU: So the words "like association" would have 
to be interpreted in relation to sub-clause (a) and sub- 
clause (ad), so that would cover the case of a consumer 
co-operative and also a producer co-operative, outside 
the farming field. Is that right? 

MR. FRANCIS: Yes. 

MR. NADEAU: So if your interpretation of “like associa- 
tion" is right, that would mean that any kind of producer 
body organized co-operatively could be tax-exempt? 

MR. FRANCIS: Under section 4(p). 

MR. NADEAU: Any kind; steel, automobile; coal; logging, 
or any kind? 

MR. FRANCIS: Yes. 

MR. NADEAU: Do you think it was really the intention 
of parliament to go to that extent when section 4(p) was 
enacted? 

MR. FRANCIS: I have directed my attention to those 
cooperatives which I represent. The question raised by 
Commissioner Nadeau is a theoretical one. All I have consider- 
ed is whether or not I can properly argue that every co- 
operative I represent comes within section ‘4(p). 

Take the British-Canadian. That is a consumer co- 


operative, and I have thought principally of the British- 
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Canadian and similar co-operatives in this connection; I 
have not considered the theoretical Pole. I do not have 
to; I have not been carried that Tar. 

MR. NADEAU: TI believe we have to; I believe it is 
one of the purposes of our inquiry to try to learn what 
section 4(p) means. 

MR. FRANCIS: I do not know that there are any co-oper- 
atives which would fit the description you have given them. 
I cannot recall any from the evidence, 

MR. NADEAU: Otherwise, you see; if "like association" 
should mean any kind of co-operative, that would mean that 
any enterpriser could organize a co-operative. for any kind 
of economic purpose and be tax-exempt, and personally I do 
not think that parliament intended to go.as Ter.as thet, 

MR. FRANCIS: Then may I put it in this way. My argument 
is that in so far as the co-operatives I represent are coy- 
cerned, "like" can properly be interpreted in a way to 
include them. That is my position. 

MR. VAUGHAN: What was the purpose of naming ahy of 
them at all if this was to be all-inclusive? Why would 
they name certain Ones, if the intention was to have it 
all-inclusive, to cover anything organized in that way? 
Why not say that? 

MR. FRANCIS: I do not think there is any doubt but 
that parliament had been dealing with the matter of certain 
types, and that no doubt they did eave certain types in 
Mind; I admit that. But what I am going to argue in a 
moment is this; that the usage for over sixteen years has 
been to include these other groups. That has been the 
usage. 

MR. VAUGHAN: Yes, but we are getting back to your 


argument of intention, 
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MR. PARKER: Usage may include your group. Does usage 
include all others organized in that way? 

MR. FRANCIS: What I say is that it is not perfectly 
Clear whet"like" means; it is open to argument either Way » 

THE CHAIRMAN: There is another point of view, as you 
know; that "like" is not applied in just the way you are 
making it apply now but that "like" means, "as the primary 
producers," That is an argument that is made,.and it. is 
an argument that has a semblance of reason. 

MR. FRANCIS: It is a very good argument. 

THE CHAIRMAN: It depends on what point of view you take 
when you approach this argument ; if you approach it from 
a restrictive point of view or a liberal point of view. 

MR. FRANCIS: A liberal point of view. 

THE CHATRMAN: Is it not a fact that a tax law is 
restrictively viewed? 

MR. FRANCIS: I quite agree. 

THE CHAIRMAN: Therefore should not this section also 
be restriectively viewed? 

MR. FRANCIS: [I agree with that general principle, but 
I say this; that it is ambiguous and that it is open to the 
argument your lordship just mentioned and it is also open:: 
to the argument I have advanced. We take that ambiguity, 
plus the usage for over sixteen years, and we say that because 
Others have been brought in and included, we are entitled 
to say that is what it means. 

THE CHAIRMAN: I do not know that because a departmental 
official interprets a section in any particular way, that 
Sives it any greater validity than it would have if it. were 
given a proper interpretation. | 


MR. FRANCIS: I have an authority on that point, in 
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Australia,. 

MR. PARKER: Not as against the crown? 

MR. FRANCIS: I should like to put the authority before 
the Commission in a moment. 

THE CHAIRMAN: Very well; I do not want to interrupt 
your argument. 

MR. FRANCIS: I quite agree that a taxing statute must 
be shown to cover a group; then if anybody wants to come under 
an exemption, the onus shifts to that group. 

THE CHAIRMAN: Of course there is another approach 
to that same point, from the other angle. 

MR. FRANCIS: That is so, but I am relying at the moment 
on the ambiguous nature of the word "Like", 

THE CHAIRMAN: Without that you would have nothing to 
say. 

MR. FRANCIS: That is right; "I" wouldynot. pe arguing. 

MR. VAUGHAN: Is it not a fact that it is copied from 
the United States Act? 

MR. FRANCIS: Almost word for worde 

MR. VAUGHAN: Well, in the United States they definitely 
interpret that word "like't to apply to the occupation, 

That is a definite interpretation. 

MR. FRANCIS: That is right, I think, and that is very 
interesting, because it is SO ambiguous that in one country 
they interpret it in one way and in another country they 
interpret it in another way. 

MR. VAUGHAN: It is copied from the United States Act 
and that is the meaning they take from it there, Their 
regulations call for it to be treated in that way, and that 
is the way they actually treat it; that is,’ "like" applies 


to the Occupation, and not to the organizations 
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MR. FRANCIS: I should like to Say this, that if I were 
drawing a section to cover everybody, I would not draw it 
Just like section 4(p); I would not draft it quite in that 
way. 

And according to Craies on Statute Law, Fourth edition, 
page 141, referring to Ohlson'ts OEsGy BSC Fe Ieee 495, at 
489, and quoting Stephen, J., 

"What weighs with me very greatly in coming to 

the present conclusion is the practice of the 

inland revenue commissioners for the past sixteen 

years," 

MR. PARKER: What was that case? 

MR. FRANCIS: It was a taxation case; I have not the 
report. 

MR. PARKER: Did they go into a taxation statute? 

MR. FRANCIS: I have not the case before me. 

On page 142 the author approved of the statement that 
where the words of an act are doubtful, usage may be called in 
to explain them, and also the following: 

"Where the statute uses language of doubtful» 
import, acting under it for a long course of 

years may well give an interpretation to that 

obscure meaning and reduce that uncertainty to 

a-Tixzed rule, but 14 42 quite plain that against 

the plain statute law no usage is of any avail," 

(Lord Brougham in Magistrates of Dunbar vs. Duchess of 
Roxburg (6) Eng, Rep. 1462). 

I would not be arguing unless "like" was ambiguous. 

THE CHAIRMAN: What is the practice, the administrative 


practice of the department here? Has it been uniform? 
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MR. FRANCIS: I think perhaps it has been ambiguous. 
too. 

THE CHAIRMAN: You cannot tell much from the practice, 
because three of the largest co-operatives are now in court 
on that very interpretation, 

MR. FRANCIS: I do not think they are relying on section 
4(p), though. 

MR. MILLIKEN: I think it is incorrect to say that it 
is on the interpretation of "Like"; they are in court with- 
out any reference to this, 

THE CHAIRMAN: They are in court on the whole question, 
So thetpractice of the department in assessing them has not 
been consistent. 

MR. FRANCIS: That is so. I did not choose some obscure 
association. I took the British-Canadtan, the biggest one 
with the longest record, and over all those years they have 
not been assessed, but they are clearly outside if the other 
interpretation is put on the word “like’, For sixteen years, 
the same period as in the case I quoted, there has been no 
assessment or taxation, 

MR. NADEAU: If I remember correctly I think some 
Consumer co-operatives were taxed by the department, 

MR. FRANCIS: Yes. That bears out what his lordship 
just said, that there is confusion, 

MR, NADEAU: That came out in the evidence, 

MR. FRANCIS: But nearly every one of those is a case 
of where it was over the twenty per cent, Take Timmins; 
do you remember Mr. Haapanen's evidence? 

THE CHATRMAN: If Mr. Steer were here he would tell 
you that he is taxed, 


MR. FRANCIS: Yes, but he is over the twenty per cente 
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Take the Lloydminster case; they were taxed because they 
were over the twenty per cent. When they came below iu, 
they were Clear, and that was a consumers’ cooperative; 
and there are others. I think there is an argument there, 
because we are defending at the moment, at this partiwlar 
session. 

In presenting a brief on behalf of the Saskatchewan 
Employers? Association, Mr. Arthur Moxon, K.C., former Dean 
of the College of Law, University of Saskatchewan, readily 
admitted that on account of the use of the word like", i¢ 
was quite open to argue that "like" had reference to the 
method of organization rather than to the Occupation of the 
members. The following, outlining the practice, is an 
excerpt from the brief presented by Mr. Moxon on behalf of 
the Association. He investigated this matter, and this 
is what he found the practice to be, and he was opposing 
co-operatives: 

uD ts ae a rai eae a ae B= company or association in its 
organization, regardless of the fact that its 

members may be urban dwellers, retail co-operative 

associations, or gasoline service station operators, 

for instance, is entitled to the exemptions provided 
in this subsection. The exemption from taxation 

has extended to all the surplus earned and retained 

by co-operatives regardless of membership or of the 

nature or kind of activity in which they are engaged," 
(Moxon ~ IV - 1249), 

I take that as an admission from the interests which 
are opposed to co-operatives, and that is evidence placed 


before this commission Showing what is the practice. 
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Ms PARKER: Is? it any more than the opinion of one 
solicitor? 

MR. FRANCIS: I take it the organization stands behind 
it. You will remember that in the evidence, in connection 
with the statement put forward by Mr. iioxon, he mentioned 
how this had been investigated, and this is what was found. 


It was brought seriously before this Commission as to the 


Situation, and I am relying: upon lit. Surely I am entitled 
to do that? 

MR. PARKER: Surely. 

MR. FRANCIS: As a matter of interpretation and 


because of usage it is submitted that in so far as the 
present position is concerned a broad interpretation should 
be given to the word "like", 

It is further submitted that a liberal interpretation 
should be given in view of section 15 of the Interpretation 
Act vf Canada, which reads as follows: 

"Every Act and every peer ee and enactment 
thereto, shall be deemed remedial, whether its 
immediate purport is to direct the doing of any 
thing which parliament deems to be for the 
public good, or to prevent or punish the doing 
of anything which it deems contrary to the public 
good; and shall accordingly receive such rons 
large and liberal construction and interpretation 
as will best ensure the attainment of the object 
ef the act, and of such provision or enactment, 
according to its true intent, meaning and spirit. 

ReSe 9 0514/8515," 

My submission here is weakened by the rule laid down a moment 
ago, I think, by your lordship; that is, the rule that applies 


to taxation statutes, but I think it should have some weight, 
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Apart altogether from the TOrsgoing, Tt" is submitted, 
however, that the Commission is justified in considering 
the parliamentary history of this enactment, While a court 
of law might not be entitled to do SO, it is respectfully 
submitted that a royal commission is not limited by the 
Strict rules of law, and that in a matter of public interest 
of this kind, the real intention of parliament should govern. 
When the minister in charge of the bill was asked in the 
House of Commons this question: "Was the exemption to include 
co-operative stores run on the Rochdale plan", his reply was 
"Yes", (Hansard 1930, page 2504). 

There is the real intention, and when the words are 
ambiguous surely we are entitled to look at the real 
intention. 

THE CHAIRMAN: I would rather have the reply of a court 
than the reply of a minister. 

MR. FRANCIS: Yes, but we have to do the best we can. 
We have not the reply of a court, so I take the next best 
thinge 

MR. PARKER: Is that all that was said by the minister, 
that one word? 

MR. FRANCIS: I am going on with that. The whole 
statement made at that time is in evidence, put in by various 
interests. ao not pul that?! ine a Tevet there, and you 
have heard it. There was a good deal of discussion that 
took place, 

THE CHAIRMAN: Yes, we have all seen that. 
MR. FRANCIS: I hope I am not misleading the Commission 
by taking out these words, because you have the whole state- 


ment; it is not as if it had not been before you, 
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When the bill was before the house for second reading 
another minister of the crown in reply to a question stated: 
"It is intended to recognize co-operative marketing and 
purchasing associations." (Hansard 1930, page 2644). 

There is, therefore, no doubt as to what was intended by 
the 1950 amendment, viz., to exempt income of co-operative 
generally, provided they complied with the non-member limi- 
tation. 

In view of the varying and conflicting interpretations 
made at different times in different parts of Canada, it is 
submitted with respect, that a Royal Commission is quite 
justified in looking at the parliamentary history of this 
enactment, with a view to finding out what parliament really 
intended to do, 

Organized and operated on a co-operative basis. 

As the word "co-operative" is not defined in the Income 
War Tax Act, nor in the Interpretation Act, it is therefore 
submitted that the co-operative basis must be found in 
provincial legislation, which sets out the requirements. 
In this regard the word “co-operative” means much more than 
&@name. This matter is dealt with in “Words and Phrases 
Judicially Defined", Volume I, page 561: 

"Whatever characteristics may be required in 

order to bring a company within that expression. 

(ise. Co-operative Company in Section 4(c) of the 

Income Tax Assessment Act), It seems reasonably 

Clear that the company must possess them by virtue 

of its constitution .... The company itself must be 


@ union for co-operation," 
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There is no other place to Look. The words must mean 
Something. They are found in this Dominion Act. "organize’ 
ahd operated on a co-operative basis," Where else are 
you going to look? There is this Australian case dealing 
with the very point, and therefore I say that we are driven 
to those co-operatives that the Parliament of Canada had in 
mind. They are the only ones they could have had in mina. 
Where else can we look to find the meaning of the words, 
"organized and operated on a co-operative basis"? When 
an income tax act is silent on any point, and the province 
has competent legislative jurisdiction, I do not see how 
a dominion can question that, because you have no other Zuide;: 
you have nothing else to go by. 

This is taken from the Judgment in Shelly v. Federal 
Commissioner of taxation, le) 2445 Goer son. Dickson J., 
page 231 (Australia), This again emphasizes the 
importance of the construction and the type of or ganization 
to be assessed. Since almost all co-operatives were under 
provincial eet ati an at the time 4(p) was enacted, the 
reference to co-operatives must have referred to these 
associations, That is all I have to say on that, 

With or without share capital: According to a ruling 
of the Income Tax Department. a co-operative which pays 
interest on capital thereby loses its status as a Cco= 
operative, and is excluded from the benefits of section A(p). 

MR. PARKER: Are you referring there to the same thing 
Mr. Steer was referring to yesterday? 

MR. FRANCIS: Yes, 

THE CHAIRMAN: There was a letter filed with One of the 
briefs to that effect. 


MR. FRANCIS: Yes, and the evidence of Mr. McKay in 
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Saskatchewan was that they had been concerned ahout this. 
That was referred to by my learned friend Mr. Steer, I 
Should like, if I may, to adopt much of the argument presented 
On this point by my learned friend yesterday. I might be 
able to save time by doing so. I intended to amplify this, 
but do not think it is necessary . 

THE CHAIRMAN: I think that was covered very well yester- 
day. 

MR. FRANCIS: I think I will just rely on Mr. Steer'ts 
argument to save time, 

It. is clear from the above words that parliament 

contemplated that an association having share capital woule 
be included in the exemption, and the inference is that 
parliament also contemplated that sone return would be made 
on that share capital. By the year 1930 the Rochdale princip- 
les which were formulated in the 1840's were well known, 
and were almost Synonymous with the term "Co-operative basis". 
It is well known that one of the Rochdale principles provided 
for a reasonable return on share capital before the distri- 
bution of the surplus on the patronage basis, Further , 
provincial co-operative legislation usually recognizes this 
principle by placing a definite limit on the amount of 
interest on share capital which may be paida By use of the 
term "co-operative basis", and the reference to share capital, 
it must have been contemplated that a fair return on capital 
would be permitted by @ co-operative without it Losing its 
status under the exemption, It is respectfully submitted 
that the ruling is not in accordance with either the true 
or expressed intention of 4(p). 

Members or Shareholders, The history of cO-operativ e 


organization in Canada, which is eonfirmed by evidence before 
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the Commission, shows that, generally speaking, producer 
organizations had provided for memberships, ahd consumer 
cOmOperatives were set up on 4 share capital basis. There 
are exoeptions and the recent tendency in some provinces has 
been for consumer associations to be established on a member- 
Ship basis. (Savage - VII - 2393 and Saskatchewan Co- 
operative Associations Act). The term "shareholder" has a 
definite meaning in law, and can easily be ascertained, 
The general practice is for a person to become a shareholder 
of any corporation by appiyine. in writing, having his 
application approved by the directors and having notice 
of the allotment by the directors sent to the applicant, 
I am speaking now of the general joint stock company method, 
with which we are all familiar. 

Certain provincial statutes, however, such as those 
of New Brunswick and Saskatchewan, provide for the creation 
of shareholders by statute on the fulfilment of certain 
conditions, namely, accumulation of patronage dividends 
from trading and approval by the board of directors. It is 
submitted that it is within the jurisdiction of the provincial 
legislature to provide for Shareholders so ereated to have 
the same status as persons who become shareholders through 
the application and allotment procedure, With respect to 
members it is submitted that members include all those who 
become such by virtue of the by-laws of such co-operatives. 
Previncial legislatures with jurisdiction over property and 
civil rights have power to legislate as to what constitutes 
membership. There is no other test by which to determine 
membership, I say there is no other test because "member" 
and "shareholder" are not defined in the tax act, If thev 


were defined, that would be the end of it, but we are left 
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to go elsewhere to find the meaning, and I submit there i- 
nowhere else to go but ‘9 the provineial legislation. 

Under an obligation to pay. The word "obligation" has 
more than one meaning, This is a word that has received 
&@ great deal of attention before this Commission, 

It has a Strictly legal meaning, and a more general 
meaning. The strictly legal meaning is found in Stroud'ts 
Judicial Dictionary, Volume Zi PAZS SOO. 

"Obligation is commonly taken in the common 
law for a bond containing a penalty, with 
condition for payment of money, or to do or 
suffer some act or thing, etc," 

THE CHAIRMAN: We go further than that in Quebec, 

MR. FRANCIS: Oh, do you? 

“THE CHATRMAN: Yes. However, go ahead. 

MRs FRANCIS: The above is confirmed by the definition 
which appears in the Shorter Oxford English Dictionary 
as follows: 

"Obligation .— In English law, a written contract 
or bond under seal containing a penalty with 
condition attached. Also the right created or 
liability incurred by such an agreement, document 
or bond," 

It cannot possibly mean that, It is submitted that the word 
"obligation" as used in section 4(p) cannot possibly be 
intended to have a strict legal meaning as defined above, 
There is no provision for a bond or a penalty, In section 
4(p) a written obligation is not even required, I think 
some attention should be paid to that, It says "obligation" 
not "written obligation", Nothing is said about it being 
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It is submitted that not being defined in the interpre- 
tation clause, we should Give the ordinary dictionary 
meaning to the word "obligation", It is not defined 
anywhere, 

According to the Shorter Oxford English Dictionary 
"obligation " means: 

"The condition» of being morally or legally 

obliged or bound; a moral or legal tie binding to 

some performance; the binding power of a Law3 

moral precept; duty; contract; etc," 

If it does not mean one of these, what does it mean? 

This word has given me a lot of difficulty. I do not want 

to come forward with an argument which is not sound, but 
what does it mean? That has been the difficulty, and 
I submit that the general rule of interpretation is this, 
that if you have not a definition in the act, you look 
to the dictionary. 

THE CHAIRMAN: Not that last definition. Where does 
the idea of enforcgabilfty come in, which is essential 
to an obligation? A moral obligation is not enforceable 
Bellew, but it may be perfectly binding upon onets conscience, 
That definition is far toc wide for an obligation, used in 
a Statute as a legal word. 

MR, FRANCIS: That is a point which Sives a great deal 
OSGishicwtty. lichinks 4+ depends upon the point of view. 
If you approach that word from the point of view of business, 
in the ordinary sense of a company carrying on business, 
then I agree entirely. If you apprcach it from the point 
of view of a neighbourhood group doing certain things among 
themselves, then it seems to me that you, can eive- Jana atohe 


different meaning There: are the two points. of view. 
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A great many of these cooperatives did very much like the 

old beef rings, the Sawing outfits, and so on. Neighbour 4 
would arrange with neighbour B to exchange work, There is 
no enforceeble contract there, but there was an obligation, 

and we know that such an obligation was recognized as being 
very important. These cooperatives are Something like that, 
They start from the neighbourhood; they merge the people 
themselves into sroups, so an "obligation" to these people 
does not mean an "obligation" as that word is understood 

by a great financial corporation, for instance, 

A great deal has been said in the evidence as’ to the 
word "obligation", but it is submitted that the proper 
construction is to take the ordinary dictionary meaning, 
anc where members are dealing with themselves through their 
Own co-operative association, all that is required is a moral 
obligation, which might be expressed in a contract, in 
by-laws, or which may not be expressed at all, but may be 
established by usage. It is submitted that in any neighbour- 
hood or community the Obligations which are regarded the 
most important are seldom reduceé to writing and are not 
binging iva strictly legal sense, They are not enforceable, 
I grant. Even in the most extreme cases to which objection 
has been taken the directors, under the by-laws, must return 
all surplus or, where the members so desire, use any undistri- 
buted amounts for the purpose of rendering further services 
to them, So there igs your obligation, set up in a peculiar 
way; I quite agree, because we are dealing with a different 
pattern here, 

The fundamental concent of 9 co-operative is based on 
this obligation. As the evidence shows and the provincial 


Statures and by-laws provide, in producer co-operatives the 
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organization markets under an obligation to pay the proceeds 

to the members; but, if the members do not wish to accept 
immediate payment and delegate the authority to decide on 

Such a matter, that does not in any way destroy the obligation, 
Section 4(p) does not provide for immediate payment or payment 
at the end of the year. If parliament had intended the 
obligation to be carried out immediately it would have said so. 
The same considerations apply to consumer co-operatives, 
Supplies and equipment are turned over at cost. That obli- 
gation is always kept in sight, The balance of the estimated 
purchase price which is found to be an overcharge is accounted 
for to the members and is disposed of in conformity with their 
instructions in annual or special meeting, 

The evidence shows a very great variety of by-laws and 
schemes, Some of them have been poorly done, Some are 
incomplete. Some were planned with people with littie 
education, but the main thing was to do a job to meet a need, 

I quite agree, looking at all this mass of information that 
has come before the Commission, it is not satisfactory, because 
most of it or much of it was prepared at a time when there was 
little supervision; very little help: from anybody; no legal 
assistance ~~ maybe that was an advantage, But all that 
happened at that time, and here you have a situation where 
people have done the thing, Now when you come back and look 
at it, it may not be a very good job, but they did establish 
an instrument or a vehicle to do a job for them. No doubt 

if they were doing it again, they would make a better job of 
£t. It is not perfect, but it did the jobe It is all very 
well for us to look back critically upon this bridge, if 

you like to call it that, which took them over the river. 
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let us consider the conditions under which the work was done, 
Let us consider everything, and { do not think they did a bad 
job. But they were not thinking very much of relying upon 
obligations, at all events until 1923, 

THE CHAIRMAN: If you were engaged to argue the other 
sidé of that case I think you could make a pretty strong case 
on the word "obligation" too, could you not? 

MR. FRANCIS: I have not given that much attention. 

MR. NADEAU: Do you think it would be a correct inter- 
pretation or a sensible interpretation to say that the obli- — 
gation to pay should be fulfilled in the course of the fiscal 
year, or a little after? 

MR. FRANCIS: I do not think it would be possible in 
all cases. 

MR. NADEAU: I added “or a little after"; perhaps within 
a year and six months, not several years. 

MR. FRANCIS: One finds so many conditions it is hard to 
just draw a line. There may be a period there, and I quite 
agree that there is an argument on the other side, 

THE CHAIRMAN: Oh, yes, there is, 

MR. FRANCIS: But the other side igs pretty well furnished 
with people to argue it. 

MR. NADEAU: While we are on this subject, do you con- 
Sider that an allocation is a payment, an obligation to pay? 

MR. FRANCIS: Within the meaning of this section, yes, 
on the interpretation I am giving, 

MR. NADEAU: Under your own interpretation it would be 
& payment? 

MR. FRANCIS: Yes, 

MR. NADEAU: But do you think that with the relationship 


Which exists between debtor end oreditor, the creditor is 
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really paid when the debtor gives credit to him in hig 
books? Is that real and actual payment? 

MR. FRANCIS: I think in English law we call that a 
chose in action, that a chose in action is established 
on the allocation, 

MR. PARKER: That is scarcely an action. 

THE CHAIRMAN: What is a chose in action? 

MR. FRANCIS: It may be an entry in the books; it may 


not be enforceable, We have a law which says it should be 
in writing. I do not know what the French equivalent would 
be. 


THE CHAIRMAN: The French equivalent would be an"obli- 
gation" which is obligation. | 

MR. FRANCIS: That is what I &m arguing. Then we are in 
agreement, because I say it is an obligation and the French 
say it is an obligation, 

MR. ARNASON: Mr. francis, with reference to the first 
question which Mr. Nadeau asked you, as to whether the 
transaction or the payment should be comple ted within the 
fiscal year or Shortly after, I suppose that would depend 
to some extent upon the nature of the transaction? That is, 
there are certain transactions, particularly with respect 
to the marketing of some products, which mghih not be com- 
pleted within the fiscal year? 

MR. FRANCIS: That is why I hesitated about giving 
& categorical answer. 

THE CHAIRMAN: What I think Mr. Nadeau means is beyond 
the termination of the particular period, whether it is 
vhree months, five months, eight months or whatever it may 
be, There is a normal termination for the year’s business, 


and I think that is all he means in that question. 


i oa Bs 


nite 


} al] $a ® 


C 


(ta0 ew vL Ate Berne ee 


“ 


ays ied a wy ; he 
pane & oa a” a 


. t Po re oe : 
Ade TSM Dea Be 
wl) « j ' 
=A i , 
‘ po wi . : 
4 eet" , cue f ee a 4 he 0 
‘i ye She ’ ‘ + de 
rey, iF 
~ 7 “) 
: iis 
pAer ty 1 tit) { 5 ay tat 
¥ 
\ 
4 » 4 ‘ — i 
fiom t | 
x 
° fy 
i 2 , 
a x i 
4, 
y / 
f a 
\ \ 
{ 
* + i 
. 
J 
* 
7 
~ 
® 
~ 
. ft 
+ . 
«J 
a5 \ 
cy j Pe 
op 
4 ' 
j ia 
7 


a ee & iit ‘ Oe 


at . Tanoanane faut oe sek 


ated Kor ne PLSD 8 ad dont eae . 


ad shaw 


Set 3 
Wad re 


ow. Laoat? edd miner hetela 


yi a sthh | : AMER LABS mit 


wis 


9 


‘ust ot 
tom ot | SOEDMARE ae | 
aidnse tote et, for. 
ou ob : epoltia a | 
ee cad : 
attains ae 


< 


ttastide BE dofiw "notvar ’ 


gedl rolLVAs pi @ Fd a 
thew f i 
i ‘a 
v SBUBOGT » ‘dite me a B .4 
aay ) 
i : ee Dean a? 
; treat do’ "ate at 41 yao | 


‘¥ 
ti 


aM 


“a0 + tM : MORAMETA 


ade! Etec 


= H 


opauand 


Sha ght fiat aw 
NOLS 


" g % és, 4 


‘ta Vigtane to 
ance OF. 


noah ined ae, 


. t wt 


Puspitatd aii x00" 48 Stet? oF 
wn To e0fs Sant ig ‘pit ot 


ad > a nee ySprryes 
xz rarki 5 ALi 


Lyi ae 


igs, 


of ae yateo 


. 


atlas 


J te not anteaee 


ox 


» 
City iz 
meen oie 


evi’ est) AOR: oe 
Pare 
‘ 


P j 
sat f ames Pa) ab. Lose - 


-~7946- Mr. Francis 


MR. NADEAU: And I would add to that, as long as the 
obligation to pay is enforceebls at law a year or six months 
after. 

MR. FRANCIS: I quite agree, I was taking a ca@lendar 
yeer or some arbitrary period; but if the transaction is 
completed, I cannot see any objection to saying, "Well, 
let us make a settlement.” That is what it amounts to, . 
if the transaction is completed. 

MR. ARNASON: In reference to this much discussed word 
"allocation", do you think it would be desirable from the 
standpoint of co-operative practice, bearing in mind the 
point that Mr. Nadeau is raising in regard to the enforce- 
ment of an obligation, to designate in the by-law itself 
the time within which the member to whom this share of the 
earnings has been allocated can expect to be paid? That 
is, it would depend upon the member whether he insisted 
upon payment. 

THE CHAIRMAN: Do you mean the possibility of spreading 
it over several years? 

MR. ARNASON: i I had not any definite period in mind, 
but rather than leave it to the discretion of the directors 
as to when payment should be made, it might be in the by-law 
itself, so that when a member joins he is then bound by the 
provisions of the by-law as if he had Signed a personal 
covenant « 

MR. FRANCIS: If you are asking what I think, I do 
not suppose you are really interested in what I was thinking, 
Mili dgemanssay is that ain marshailing the evidence I found 
a difference of opinion on that point. and the difference 
depends upon the experience of the witness. A number of 


witnesses, you will remember, said, "We do not think that 
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is sound, because our business is of such a nature that no 
One can say arbitrarily what is the period." Others felt 
that in their business they might agree to that. But there 
is no use in me giving my opinion; all I can say is, here 

is the evidence and there is a difference of opinién on that 
point. 

THE CHAIRMAN: But there are throughout the evidence many 
statements of a very arbitrary period of time, is there not? 

MR. FRANCIS: Yes. 

THE CHAIRMAN: Fixed by the directors? 

MR. FRANCIS: Yes; and it is fixed according to the 
nature of the business, I think. 

THE CHAIRMAN: No, not the nature of the business; 
the "requirements" of the business, TI believe that is the 
word. 

MR. FRANCIS: That is better; the requirements. 

THE CHAIRMAN: The requirements of capital... That is 
What it is. 

MR. FRANCIS: Thank you; that is better. So I do not 
think, sir, that I can be very helpful there, except to 
point out what the evidence shows, because I am Simply here 
in the position of trying to make the best use of this 
evidence to help the Commission. 

THE CHAIRMAN: Then I will not interfere any more, 

I know you have a big enough joh, 

MR. FRANCIS: That is not interference, my lord. We 
say that under provincial statute you also find this 
Obligation. It is not very Clearly expressed, but there is 
@n obligation in the provincial statutes, 

Now I come to, "necessary expenses and reserves," 


I should like to make an observation on this point. 
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The question of the reserves comes up under two asnects 

in this discussion. I am now arguing, trying to convince 
the Commission that as to the past,reserves meant a certain 
thing, and that "necessary reserves" had to be given some 
meaning. What I have to say on this is entirely different, 
or at least not different but is apart from what iL should 
like to say about reserves later on, as to the future. 

That is, we are dealing with two problems; one is the pas¢+ 
and one is the future, and I should like to segregate those 
and limit my discussion now to the meaning of "necessary 
reserves" in section 4(p) and to what T conceive or what 
the evidence discloses should be necessary reserves in the 
future. 

According to Stroud's Judicial Dictionary. Volume 2» 
page 1252, 

"It may probably, as a4 general rule be stated 

that those things are ‘necessary! to the doing 

of a thing, which are reasonably required, or 

legally ancillary to its accomplishment." 

Here again I have had a good deal of trouble over these words, 
"necessary reserves," but they are there and we have to deal 
with them in a commonsense Way e Y think an argument could 
be put up on the other side as well, 

It is submitted that the provincial legislature in 
passing legislation for the creation of co-operatives has the 
legislative power to stipulate what may legally be required 
in the matter of reserves, It is further submitted that i+ 
is necessary for co-operatives, organized and operating under 
provincial statutes to comply with that law. Therefore, 
any reserves which are reasonably required, or are legally 


ancillary to the accomplishment of its purpose are "necessary". 
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and this is the meaning which should be given to "necessary" 
in section 4(p). There is judicial authority for that, 
There must be some test given. Again I do not know where 
to. 20 if i do not. go to the provineial legislature, to find 
the test. Those are the organizations that parliament had 
in mind. I do not know where else to ZO. 

For example, the education reserve usually allowed 
under provincial legislation may be considered necessary 
in lieu of advertising, an expense of profit business which 
is not questioned by the income tax authority as long as it 
is reasonable, Cooperators deal with it a little different- 
ly. It is a fair assumption that the provincial legis- 
lature considered such an expense reserve "necessary" within 
the limits set out in their act or it would not heve enacted 
the permissive legislation. 

That is all I wish to say about reserves. I snould 
like to come back to that, however, under the other heading, 
when I will deal with the future. 

Now I come to the words, “organized for the purpose 
of financing their operations." 

This is important to these federations. We have a 
number of them; there is Canadian Co-operative Live Stock 
in the east; United Farmers Cooperative Company in central 
Canada, and the wholesalers of the west, and the Federated 
Oo-operatives. It has been suggested that"financing"™ had 
a certain meaning. I do not know what"financing" means 
in this section. It is open to two or three interpretations, 
and I am free to admit that it ig VOryY O1sficult. to-know 
exactly what it means, 

t should like to say this, however; that at page 1274 


of the evidence given by Mr. McKay on behalf of the 
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Federated Co-operatives, he pointed out that in 1940, five 
years ago, when the business of his organization was begin- 
ning to grow, he tried to get answers to certain questions 
from the Income Tax Department so that he would know what 
his position was with regard to taxation. That is in the 
evidence. He submitted certain questions to the department, 
half a dozen of them, One of them was on the position of 
these subsidiaries and the meaning of "financing", Five 
of the questions were never answered. One of the questions 
was answered, and the one that was answered was to the effect 
that if you paid interest on share capital, then you were no 
longer entitled to come under section 4(p). So there was 
not very much to do but Carry ions 

It has been suggested that certain federations of co- 
operatives have not been organized for this puroose, and do 
not come within section 4(p). One dictionary meaning of 
the verb finance is: 

"To manage the finances or monetary affairs 

of; conduct financial negotiations LOLs: provide 

funds for. To manage financial affairs, devise 

ways to meet obligations, as by securing loans," 

(Funk & Wagnalls Standard Dictionary). 
For many local consumers and Supply co-operatives this prob- 
lem of financing is of great importence. In some provinces 
the general rule is that such co-operatives have not the 
power to buy on credit, except from another co-operative, 
or a federation of co-operatives, unless they have a 
capitalization of $5,000 and have in addition passed a 
Supplemental by-law. Those are in general practice called 
credit by-laws. 


(Co-operative statutes Alberta, Saskatchesan and 
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Prince Edward Island), It is essential that there should 

be another organization set up tor the purpose of financing 
the locals and this may explain the reason for the provision 
in section 4(p). I do not know what it neans, 

THE CHAIRMAN: Could you find any more obscure words 
than those last words in section 4(p), to express the mean- 
ing which you are attempting to point out? 

MR. FRANCIS: I was not able, in my Neading tot pad 
any s 

THE CHAIRMAN: Or any other méaning, as Professor 
Hlliott adds. 

MR. FRANCIS: But there is a unique thing about some 
of these co-operatives, that they could not buys on ieredit. 
You see, taking Saskatchewan and these other provinces, 

& local co-operative could not so out and buy from a whole- 
Saler on credit, unless it was a very large co-operative 

that had a paid-up capital of more than $5,000 and had passed 
a@ by-law, which was very difficult to pass, as Commissioner 
Arnason knows. Therefore there was no intermediate financing 
agency. They could not buy on credit from an ordinary 
wholesaler. But these federations, when they were set up 
under special legislation, had the power on the one hané@ 

to deal with the co-operatives which they represented, end 

On the other hand they could go into the markets and buy 

from manufacturers, brokers and so on. 

That is one explanation of what it meant, that type 
of organization that was necessary to bridge the gap between 
the local with the limited power and the outside nanufacturer; 
that this was the type of organization to bridge that gap. 
ft do not know how valuable that is, but there is a point 


which may be of assistance. 
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What other type of organization could parliament heve 
had in mind. There is no evidence to indicate there was at 
the time of the enactment, any other type. As fully ex- 
plained in the testimony of Mr. McKay, the federation is 
regarded as an instrument for the use of association members, 
Probably the most important use is "Tinencing as detined , 
Section 4(p) does not restrict the last paragraph to 
associations organized for the sole purpose of Tinancineg., If 
financing is one of the purposes, then the federation meets 
the requirements of 4(p). They may and no doubt did have 
Other purposes, but financing is one of them. 

THE CHAIRMAN: That is very skilful, Mr. Francis. 

MR. FRANCIS: I would not like to put it on that ground, 
LT admitted at the outset that I did not know what it meant. 

THE CHAIRMAN: That is why I say 10 is. very skiveun, 

MR. FRANCIS: At all events I am sure your lordship 
would agree that there is a certain amount of ambiguity about 
it. 

THE CHAIRMAN: It is suggested that we adjourn now for 
a few minutes. 

MR. PARKER: I notice that in dealing with section 
4(p) my learned friend, no doubt inadvertently, has omitted 
to tell us his views on the word "marketing »" I intended 
to ask him that question before he tioished,. but Twili ous 
it now and if he thinks it desirable he might say something 
about it later on. 

THE CHAIRMAN: How long do you feel you would like to 
go on to-day? We do not want to tire you; we have al? day 
to-morrow. Will half past four be too late for you to-day? 

MR. FRANCIS: I think perhaps another hour, after we 


have a short recess, 
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THE CHAIRMAN: Very good. 


Upon resuming: 

MR. FRANCIS: I have some definitions of financing, 
but I think perhaps the Commission is sufficiently confused 
without my giving them to you, 

{ should like to say just a word about subsidiaries 
before leaving this matter, "financing their operations." 
What is included in subsidiaries? That is, theoretically 
it is possible for a co-operative or a group of co-operatives 
“. set up to meet a certain need to forma Subsidiary and 
have that subsidiary go into some entirely different business; 
and you could give some ridiculous examples of what would 
happen. I suggest that a commonsense interpretation would 
be to put some limitation on "subsidiaries". The words 
"their operations" mean financing the operations which the 
local associations were set up to Cavry Ons That 18 putting 
@ limitation, but it would cover some extension of the 
Service, we will say. 

May I give an example. Take the Federated Co-operatives; 
They did have in their charter power to Milt, OW Pt wae “nop 
very clear or at least it was not quite clear as to whether 
that meant flour milling and all that was involved in it. 

A subsidiary was set up thet went into the milling business, 
wholly owned and wholly controlled by Federated Co-operatives, 
I think perhaps I took a bad example, because I believe that 
is one of the cases where we may be liable to taxation. 

That is where the fingers are crossed. However. I will stay 
with it now, but frankly you will remember the argument 

there, that some forty or sixty per cent of the business 


of the mill, I think, was done with non-members, but that 
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if you took the mill business and put it with the business 
of the parent organization, then it was well within thse 
percehtage allowed, However, that may be one Co-operative 
that is properly taxable. 

However, it seems to me that these words "their oper- 
ations. "meant the operations for which the local was set ur, 
but which for some reason it could not perform, There is a 
possible interpretation, They have the same thing facing 
them now in regard to mining. There is some difficulty abovt 
mining in another province. 

MR. VAUGHAN: Do you mean that a subsidiary like that, 

@ producer subsidiary. should not be allowed to go into the 
making of boots and shoes, for instance, because that is 
not part of their marketing? 

MR. FRANCIS: I am thinking now of a consumer subsidiary. 

MR. VAUGHAN: But this milling would be a producer suy- 
Sidiary. 

MR. URANCIS: “No, it is a consumer at the present time, 

t am trying to stick to the evidence, and in the evidence there 
is the story of the consumers’ co-operative mill which is OWne 
ed and controlled by the consumers! cCO-operative. Con- 
ceivably a producers! co-operative could also have a my. 
Which would also be a Subsidiary. I am not dealing with that 
at all. That is dealt with in the grain briefs, and TI have 
nothing to do with that. 

THE CHAIRMAN: I suppose the best instance of "Tinepe ing 
their operations" is the instance or the C.W.g.. in England. 
which has a bank organized for the pvurvose of financing 
the enterprise, and it does finance it and does other 
business as well. 


MR. ERANCIS: That is a very good sxample, 
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THE CHAIRMAN: And it ranks as one of the very large 
banks in England at the present time, 

MR. FRANCIS: I did not realize that its banking funct- 
ions had grown so large. 

THE CHAIRMAN: Oh, yes. 

MR, FRANCIS: I knew it was in the Mamentes business, 
but it isin it to a large extent, is it? 

THE CHAIRMAN: It is right there at the head office of 
the C.W.S., with a separate manager who is a member of tte 
Board of the C.W.S. 

MR. ARNASON: ‘We were told that it ranks as about the 
seventh largest bank in England. 

MR. FRANCIS: That is very interesting. Loin or 
subsidiaries in this light, that a subsidiary is Simplv ano- 
ther institution, of a peouliar type ,perhaps, that is 
fashioned to be used on behalf of groups of people gathered 
together in co-operatives, with certain Special character~ 
istics and legal powers, we will say. That is the inter- 
pretation I would suggest; that it is not an instrument to 
be set up for the purpose of, say, making a profit for it- 
self or doing something 6is6; ib 18 part of the general 
plantof self-help. That is what I think it means , 

I will not waste any more time on that. IT have a note 
to mention incidentally the English and Scottish wholesale 
societies in connection with financing, but I did not know 
it was as extensive as you suggest. 

MR. ELLIOTT: The banking department of the Co-operative 
Wholesale Society is very large, 

MR. FRANCIS: Thank you. Then my learned frienda@ Mr. 
Parker mentioned that I had not dealt with marketing. 


MR. PARKER: I was a little premacvure; I am sorry. 
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I see it comes a little later. 

MR. FRANCIS: The heading is perhaps a little misleed? ne 

Income. "Income" means all the income from whatever 
source received. Income of the Governor General is not 
limited to his income as governor general, Once a co- 
Operative is brought within the terms of 4(p) then its 
entire income, investment and Otherwise is brought within 
the exemption, 

Answer to the claim that a co-operative that carries 
On processing is not a true CO-oOperative: It has been 
contended that a marketing co-operative is not a "true 
co-operative" if it carries on processing. (Independent 
Dairies in British Columbia, I ~ 211 and others), 

The Dairies were not admitted to be "true cO-operatives” 
which carried on pasteurizing, homogenizing, grading, 
bottling, butter and cheese making. Great stress was laid 
on the meaning of the word "marketing". It is submitted 
that "marketing" has a well recognized meaning as applied 
to primary products, 

Attention is called to the following poabamene found 
On page 119 of the book entitled "Loricultural Co-operation 
in Western Canada", by W. A. McIntosh, Professor of Economics , 
Queen's University, 

I should like to point out that this was written some 
time ago, but as to this I sive you what I think is an 
up-to-date statement on what marketing means, I quote first 
from Professor McIntosh: 

"Although the operation of creameries may be 
correctly termed a manufacturing enterprise, yet 

from the point of view of the agriculturist, the 


creamery problem is essentially a marketing 
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problem. Manufacturing is incidental to marketing, 

The price of cream represents so large a proportion 

of the cost of butter, and the expenses of manufacturing 

SO small a proportion, that the manufacturing process 

is absorbed in the marketing orzanization." 
Further assistance on this point is found in the book entit- 
led "Farm Management and Marketing", by Hart, Bond and 
Cunningham of Cornell University. That is quite a recent 
book; 1942, I think, and I suggest that it is authoritative. 

On page 391, under the heading “What is Marketing" the 
following statement is found, and I call special attention 
to this: 

"The marketing of farm products involves SN sos 

the steps in moving farm produce from the farm 

to the consumer. A series of services is performed 

in marketing each farm product. With some farm 

products such as milk, many costly services are 

required in cooling, bottling, testing, pasteurizing, 

refrigerating and so forth." And at page 392: 

"Various Steps in Marketing, - "Some of the 

more important services required in moving farm 

produce from the farm to the consumer are: assembling 

and packing produce in the areas of production, 

transportation, financing, storage and warehousing, 

processing or manufacturing, price determination, and 

retailing the product to the ultimate consumer. Some 

farm products are subject to many of these marketing 

services and others to relatively few," 

As one witness put it, a farmer can either kill his 
beef in the backyard or he, along with his neighbours, 


can do it in a more efficient manner collectively in an 
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abattoir, and these are Simply extensions of the farm plant. 

MR. VAUGHAN: In quoting Professor MeIntosh} it would 
follow that if a small portion of the expense makes up the 
finished article and therefore is marketing, if the expense 
on other ingredients is a large portion, then it is not 
marketing. If you apply thet to the smaller part and re-~ 
Verse it and apply it to the larger part, does the meaning 
change? 

MR. FRANCIS: It is very difficult to draw the line. 
The word "incidental" has been used a great deal in the 
Ciscussions and in the evidence; what is incidental to the 
marketing, but I do not know where you are going to stop. 

MR. VAUGHAN: What I mean is thet if we are going to 
place any value on that, we should take the reverse 
dondition also, should we not? That is, if the expense 
on other items entering into the manufacture is a Substantial 
part of the total, then does not-that take it out of the 
meaning of marketing? 

THE CHAIRMAN: That would be the case in connection 
with shoes. The cost of manufacture would be more than 
the cost of the leather from which the shoes were made. 

MR. FRANCIS: May I put it in this way. The question 
is, are you marketing the product or are you doing something 
else, using various products? Is that a fair way to put 
LG? 

MR. VAUGHAN: It is just the degree of that processing 
that could be called marketing. Iwas just reading that 
article by Professor McIntosh, and he says if it is a small 
part, it is marketing. Therefore if other parts are small 
in connection with the original product and they are markat- 


ing, then if still other parts are large it would mean they 
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were not marketing? 

MR. FRANCIS: You will remember the evidence of Mr. West. 
He drew a line somewhere, and he was one of the witnesses 
who was examined.on this. 

MR. ViUGHAN: I do not want to take any more time, but 
I think if you accept that one meaning you should be prepared 
to accept the reverse as well. 

MR. FRANCIS: As far as I can go at the moment is to 
say that if it is incidental -- TI think if I take that 
position it will cover the co-operatives I represent here; 

that if It, ds incidental, it should be considered part of 
the marketing. 

MR. VAUGHAN: Supposing it is not incidental? 

MR. FRANCIS: I do not think I have any co-operatives 
in that position. 

THE CHAIRMAN: Supposing it is predominant? 

MR. VLUGHAN: Yes; what then? 

MR. FRANCIS: Then marketing is not the main thing 
that is being done. LS that notte? 

THE CHAIRMAN: You say it is the main thing. Is not 
the processing the main thing? 

MR. FRANCIS: It depends upon the meaning you give 
to the word "marketing" and I go to the experts to find 
what it means. They say this is what it means, 

MR. PARKER: Who are these experts? Can you tell us 
who they are and what they do? 

MR. FRANCIS: Yes. Mr. Hart is extension professor 
of farm management at Cornell, Mr-e Bond is extension 
professor of marketing, and Mr. Cunningham is extension 
associate professor of farm management at Cornell. 


MR. VAUGHAN: Cornell is entirely a co-onerative 
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university. 

MR. FRANCIS: I know it has a high reputation. 

MR. VAUGHAN: I mean they develop the co-operative 
principles of Mr, Babcock, whe is one of the leaders of the 
o0o-operative movement. 

MR. FRANCIS: I knew it had a high reputation, but I did 
not know it had that attribute. 

MR. VAUGHAN: A great many of the co-operatives in the 
United States get their managers at Cornell University. Is 
that not right, Mr. Nadeau? 

MR. NADEAU: That is what we were told in the United 
States, that most of the managers came from Cornell. 

Mea PARKER) Ite has’ 4 reputation of being a very 
strong advocate of the co-operative movement in all its 
branches, It teaches and advocates that philosophy on every 
occasion. That is merely a fact, so that we will be abie 
to judge the weight that should be given to these statements. 

MR. ELLIOTT: As a parallel situation it is also true 
that a great many of the men employed in our esonomics 
branch of the farm economics division of the Department of 
Agriculture have also had Cornell training. 

MR. PARKER: Quite so. I am not Saying that to detract 
from anybody, but so that we can have a due appreciation 
Of their aptitude for these thing s. 

MR. FRANCIS: I do not think these professors had these 
taxation matters in mind in giving this definition. 

MR. PARKER: Oh, no; I did not suggest that, 

MR. FRANCIS: If they are experts, then their book is 
probably of greater benefit than it would be otherwise. 


MR. PARKER: Quite so. 
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MR. FRANCIS: Where for instance under provincial law, 
milk canhot be sold unless it is pasteurized; surely 
pasteurizing is incidental to the marketing of the product, 
I think we have evidence of that in flberta, 

Marketing, in short, means getting goods to the buyer. 
It will be found that the producer co-operatives that have 
been represented before this Commission have been engaged 
in marketing within the meaning of 4(p), whether they were 
marketing wool, livestock, dairy products, honey, or fish, 
Marketing means all the Steps that the primary producer 
takes in getting his good into the hands of the buyer, 

It 1s submitted that the word "market" in the context 
in which it appears should be given the meaning indicated 
by. the economists mentioned, 

It is further submitted that seotion 4(p) should, to 
quote from the Interpretation Act, | 

"receive such fair, large and liberal construction 

and interpretation as will best ensure the attain ment 

of the object of the act," 
and that the interpretations Suggested are reasonable and 
should be adopted. With respect to the present position of 
co-operatives, all of these, with the exception of those 
Which have been properly assessed to date, should be re- 
garded by the Commission as being exempt and it is respect- 
fully submitted that it should be go reported. 

With respect to the Excess Profits Act, the same con- 
clusion should be reached in view of the provisions of 


section 7(a) of that act. 


The reason I relied upon those aefinitions by those 
professors was because I thought they would be helpful; and 


I thought that by taking one from Queen's University it would 
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not be suggested that everyone at Queen's is in favour of 
cO-operatives also, 

MR. PARKER: Do you use the word "buyer" in the same 
sense that these authorities use the word "consumer'? 

Does it mean the same thing? 

MR. FRANCIS: Just before leaving section 4(p) I shoula 
like to deal very briefly with one particular matter; that 
is the Prince Rupert Fishermen's Co-operative Association. 
That is the only case I wish to take, and I will deal with 
it very briefly. That is one specific case, and a specific 
recommendation was made to this Commission with regard to 
it and with regard to the Kyuquot Association, and to others 
Like them. 

I refer to page 13 of the last brief presented by Mr. 
Locke. I informed Mr. Locke I intended to raise this 
question, and he was good enough to send me a copy of the 
brief. I read from page 13, near the top of the page: 

"While we respectfully submit to your Commission 
that your report should contain a recommendation that 
the Income War Tax Act and Excess Profits Tax Act 

Should be enforced against these and all like 

organizations upon their operations up to the 

PRESCOT FIMO. wei “Nhe 
And so on. It may seem that I have taken quite a bit of 
time with section 4(p), but that is representative of requests 
that have been made to the Commission that this Commission 
recommend that the Prince Rupert Fishermen's Association 
and the Kyuquot Association be taxed up to date. 

The Prince Rupert Fisherments Association was organized 
in 1931, and I might mention the conditions under which it 


was organized in a moment, It was put into operation, 
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It complied with the provincial co-operative law of British 
doliimbia. It passed by-laws in conformity with that law, 
and then as it began to Operate and make savings, it complied 
~~ and IJ think the evidence shows this -- with the provisions 
of section 13 of the British Columbia Act. 

As Mr. Locke quite properly points out, the British 

Columbia Act does not place a limit on reserves, so that 
substantial reserves were set aside, a number of different 
reserves, as you will remember. Then the income tax 
authorities opened up correspondence with the Association 
and sought various information, That correspondence ig 
rather lengthy, and it is all filed with the Commission. 
But it shows, and I think it can be summed up in this way, 
that eventually the income tax authorities were satisfied 
that they should not assess the Association. They did not 
assess it, and it nee paid no tax and has gone on year by 
year in its development, 

In one case you will remember that instead of paying 
back patronage dividends, to use that’ term for the moment, 
it applied them at, I think, a quarter of a cent a pound for 
fish on the share of the member, You will remember that 
Mr, Locke's argument is that this was simply a gift from 
the Association because, there being no clear obligation 
CO. payeiallethis Surplus became the property of the Associa- 
nh, Therefore it was the Association's; and if "the 
Association took a quarter of a cent a pound and applied it 
On the shares of the members, that was a gift from the 
Association to the members. 

The significant thing about the Prince Rupert Association, 
i think, is this, You will remember, and it is mentioned 


On page 2 of Mr. Lockets brisr, that “tn handling the fish 
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produced by the salmon NDoOLLene, Sixty to eighty per cent 

of the market value was paid to them at the time of delivery, 
so that you have a situation where the remaining twenty 

per cent to forty per cent in the hands of the Association 
is, or so it is charged by Mr. Locke, profit in the hands 

of the Association which should be taxed. 

You see, this is the point which was discussed yesterday 
with Professor McDougall. There is that wide margin of twenty 
per cent to forty per cent. That all went into the reserve 
and was unallocated, apart from what I said about the shares. 
Now Mr. Locke or his clients has asked this Commission to go 
back and tax the Prince Rupert Association on everything that 
was not paid initially, which may have been sixty per cent 
Or up to eighty per cent. Everything else, he Saye, 18 prorit 
and therefore should be taxed as Ordinary pror ity 

You see, the market price was not paid. What was paid 
was sixty per cent to eighty per cent of the market price, 
And, as I read his argument, it is that the rest of it goes 
to the Association and belongs to the Association. 

He supports the argument by pointing out that the word 
"profit" is used not only in the by-laws but in the act, 
and by pointing out that it was not an agency, because the 
word "assets" was used in the balance sheet. 

That is the claim which is being made to this Commission. 
I do not want to deal with individual cases, which would 
take too long, but I cannot leave that because, acting for 
this Association, this is a request that would oleariy ruin 
the Prince Rupert Association. 1 Phink it) isonot)'soing too 
far to say that. But there is a legal argumenthere which is 
most interesting and very able. I think I have sized it 


up properly; if I have not, I hope you will check me on that, 
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but that is as I understand it, 

It may be that this legal argument is sound. No doubt 
there is a great deal that can be said for it, and perhaps 
technically it can be supported, but I should like to point 
out that British Columbia is the one province in Canada 
where the legislation is wholly inadequate. PCR mae 
is the one province where there is no limit on reserves, 
This is an association of fishermen who, under rather dire 
straits, set up this association and they tried to comply 
with the law. They have satisfied the Dominion Income Tax 
authorities for all these years’, They have gone on, and 
I suggest thet it would not be in the public interest to 
comply with the request made on behalf of fishing industry, 
a strong body representing $20,000,000 in capital. i 
submit it would not be in the public interest to follow that 
recommendation. 

There is a technical ana legal argument, and on the 
other side of the picture there are these few facts which I 
Should like to mention, and in the long cross-examination 
of Mr. Deane I do not think one of these facts was controverted 
or questioned, 

In 1931 the price for red Salmon dropped from twelve 
and fifteen cents a pound to four cents. The fish-packing 
service was inadequate, The fishing camps were poor and 
their food was poor. The fishing companies made special 
standards, because if they did not do so the fishermn 
would take his whole catch to the competing company. The 
Canadian fishing boats were of low power and had to fish 
close to the shore, while the Americans came up and fished 
where the fishing was better, 


The evidence is that the fishermen's co-operative 
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Changed all that, You will remember that in 1935 they 
increased the fishing camps, You will remember that they 
were not satisfied with what they were getting for ling cod 
liver, and decided to Stop taking it in, That was at a 
time when the British ministry wanted this food for the 
Vitamin it contained. The fishermen were getting only sixty 
cents a pound for it, They went into the processing of 
this liver, and instead of getting sixty cents, which the 
private company paid, in 1941 the co-operative. paid $3.85, 
or something like that, The Dominion government would 
not believe it when GHEY put in ths report; the matter was 
investigated, and this was found to be actually the case, 

That was significant in this Way. Not only did it 
give greater incomes to the fishermen. ~It also encouraged 
the fishermen to bother with the livers and to take them 
in, thereby providing a much needed commodity for the Britian 
Food Ministry. 

There are a number of other points, of course. The 
evidence at page 5028 was that all this development increased 
the incomes of the fishermen. It served to be a check on 
prices, and other fishermen in the area benefited by the new 
Standard that was set. 

What I say in summing up is that this whole development, 
Starting in 1931, proved to be in the public interest and 
that these fishermen, having now established their fishing 
camps, their fleet, and so on, it would not be in the public 
interest now to go back and tax them retroactively, even 
if technically they are not on sound grounde I do not went 
to take up too much time, but that is the point IT should 
like to make, 


MR. NADEAU: Before you leave this interpretation 
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question, I should like to know whether you give the same 
liberal interpretation to the word "purchase", I should 
like to know whether you consider manufacturing as incidental 
to purchasing, as you did in connection with marketing? 

MR. FRANCIS: Frankly I do not think that point has 
ever been raised before the Commission, and I have not given 
2% any thought, I will do so over the adjournment, if you 
wish, but frankly I have not given it any em sideration, 
because I do not think it has ever been raised before the 
Commission and it has never been raised in my experience, 
SO I Should like to think about that, I will make a note 
of it. 

MR. NADEAU: Because I understand it came out in the 
evidence that purchasing co-operatives were also manufactur - 
ing. | 

MR. FRANCIS: The subsidiaries are, at any rate. 

MR. NADEAU: Either directly or indirectly, 

MR. FRANCIS: Take the Davidson co-operative. That 
is a local, and it has a bakery, if you consider that 
manufacturing. I suppose it is. I think the British- 
Canadian also has a bakery. Then the federations or 
their subsidiaries are certainly manufacturing, You 
Will remember that on that point the refinery was investi- 
gated, in 1936, I think; that is, the oil refinery at 
Regina, and the income tax authorities at that time went 
into the whole question of their taxability. LOU Wi 1 
recall, on the evidence given by Mr. McKay or Mr. Rankin, 

I think the evidence of Mr. McKay, that they had a ruling 
that the manufacturing plant came within section 4(p), or 
at least it was exempt from the income tax. Certainly 
that was a consumers! manufacturing plant, according to 


the evidence, 
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MR. NADEAU: I remember that. 

MR. FRANCIS: There is that ruling, so perhaps thet 
answers the question, because we have not a precedent. 

If you would like me to give further consideration to it I 
would be glad to do so. 

MR. NADEAU; If you can I should be slad to have you 
do so. 

MR. FRANCIS: Now I open up a new subject, "The present 
position of co-operatives apart from section 4(p)." T hope 
I have established that most of the co-operatives which I 
represent, and most of the cooperatives that are out-of 
the non-member class come within section 4(p). The main 
point,then, is the question of patronage dividends for those 
others, 

Many co-operatives have been unable to comply with the 
non-member provision of clause 4(p) but have returned to 
patrons large sums by way of patronage dividends, The 
practice as shown by the evidence has been to allow these 
dividends as deductions if paid or allocated to the members. 
In one case where no deduction had been allowed the sum of 
$9865, which had been paid with respect to dividends in a 
period of three years, was refunded by the Dominion government 
(Clark - VII - 2499), 

The deduction is in accordance with law and usage in 
ecae Britain, United States and Canada. 


New York Life Assurance Company vs Styles 14 A.G. 381 
Lord MacNaghten and Lord Watson 


Jones vs. S. W. Lancashire Coal Owners Association 
1926 = 42 Times LeR. 401 Rowlatt, J. 


United Co-operatives Inc. vse Commissioner 6,G.H. 
Fed, Tax Reporter 1945 - Vole4, De9030 - sec. 7026, 


(Reference XII - 4280) 
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In the last mentioned case the decision was that 
patronage dividends distributed are to be treated as rebates 
to which patrons are entitled by the by-laws and therefore 
are to that extent to be excluded from gross income subject 
to tax. The full text of this decision was filed as a 
Supplement to the International Lumberman's Association's 
brief. 

At this point Mr. Scarth, who represented the Manitoba 
Co-operatives, has been kind enough to furnish me with a 
copy of his written submission, and you will find there 
a number of authorities in addition to those I have men- 
tioned. I oimply mentioned the leading authorities, 

It seems to me that on this argument the Commission already 
has been furnished with plenty of authorities, and 7 do 
not intend to take up any more time. 

MR. PARKER: Before my learned friend leaves that, 
it occurs to me that perhaps we should not drive a willing 
horse to death, and that this might be a good place for 
Mr. Francis to stop to-day and go on to-morrow, Poiks 
four o'clock now. 

THE CHAIRMAN: We cannot finish to-day, and I think 
that is a point well taken, 

MR. FRANCIS: Thank you for the suggestion. That 
will suit me very well. 

THE CHAIRMAN: You can finish to-morrow, can you not? 

MR. FRANCIS: I will do my best. 

THE CHAIRMAN: We will not interrupt you quite so 
much to-morrow. 

At 4 pem. the Commission adjourned until Friday, 


July 27, at 10 a.m. 
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ROYAL COMMISSION ON CO-JPERATIVES 


The Commission appointed to inquire into 


the present position of co-operatives in 
the matter of income and excess profits 
tax, organization and business methods 
and uperations, and the comparative posi- 
tions uf persons engaged in business dir- 


ectly competitive therewith, met in Ottawa 
on Friday, July 27, 1945, for the hearing 
cf oral argument. 


en 


PRESENT: 
The Hon. Mr. Justice ERROL M. McDOUGALL, Shairman 


B. N. ARNASON 


G. A. ELLIOTT 
Oommissioners 
J« M. NADEAU 
J+ Js VAUGHAN | 
Hugene T. Parker, K.C, Counsel 
Major H. D. Woods ! Associate 
Js A. Chapdelaine Registrars 
Colonel G. W. Ross EzeGutive Secretary 
APPEARANCES; 
W. B. Francis Group uf Co-operative 
Associations 
Re He Milliken, Kas Saskatchewan Co-operatives 
M. M. Porter Alberta Wheat Pool 
iwi Steer,’ K.0y United Grain Growers 
Wi Ba Soett, iC, Canadian Chamber of Commerce 


Prof J. L. McDougall Canadian Retail Federaticn 
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—797 1 Mr. Francis 

The Commission met at LO acm. 

MR. FRANCIS: My lord, during the session yesterday wir. 
Commissioner Nadeau asked a question regarding the word 
"purchase" as it appears in section 4(p), and I said I would 
try to give some consideration to that points. Li believe the 
point was whether or not it would be open to argue that pur- 
chase would include manufacturing or whether it should not be 
given a restricted meaning. I think that was the point. 

MR. NADEAU: Yes. 

MR. FRANCIS: I said at that time that I had not given 
any consideration to the question inasmuch as the point had 
not arisen as far as I knew during the hearings of the 
Commission or jn my own experience. It does raise a very 
interesting legal point and I must say that from the legal 
standpoknt I have a great deal of difficulty in satisfying 
myself that the word would be wide enough ae cover manufact-— 
uring. I can only suggest that those groups that were formed 
under 4(p), the so-called consumer co-operatives, had not 
what might be called the Rochdale concept and that in practice 
the word “pburchase" has been thought of as meaning to acquire, 
and that these groups, whatever the law might have been, were 
formed for the purpose of accuiring for themselves Supplies 
to fill their needs. And as the evidence shows, various 
by~Laws and practices have been adopted from the Rochdale 
system. We find that in endeavouring to purchase supplies 
for themselves groups occasionally were denied the TT eht bo 
purchase them and therefore they took whatever other means 
they could to acquire those Supplies. We have the case ‘Spe 
the refinery in Regina. The evidence there was that at the 
prevailing prices the farmers could not produce wheat on the 
basis of what they paid and carry on unless they could get 


their gasoline for power farming at a reduced price. Therefore 
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they refined their ovm gasoline. That is about the only case 
I can recall that dealt with this poincs “Thet went before the 
income tax officials about 1938, as the evidence shows. So 
that from the legal Standpoint I an endeavouring to show thet 
the word purchase is wide enough to cover manufacturing, if 
we think of purchase ag involving purchase and sale in the 
acquisition of property. JI believe it was the Rochdale 
concept which the people who were doing the thing had in 
mind. Looking back 16 years they thought of it not as 
purchasing but as Supplying themselves in order to obtain 
as best they could the things they needed. I am very 
glad that the point was raised because it does show 
another weakness in 4(p), 

It is interesting also because it has been argued 
before the Commission many times that nothing but an agency 
comes within the terms of 4(p). The use of the word "ourchnset 
does suggest that it did contemplate the sort of case where 
property was acquired by association through purchase. 

MR. PARKER: While my learned friend is on this point 
will he give us his views as to whether the words “such 
members" in (b) do not have the effect of restricting the 
scope of (b) to the same area as (a)? 

MR. FRANCIS: No doubt it is limited and that brings me 
back to the argument I made yesterday, that under the first 
part it is wide enough to cover sroups "or ‘alin kinds and 
therefore the limitation would not be important. 

The argument on (b) must rest on my argument yesterday. 

Dealing with patronage dividends, it is necessary to 
Say very little, and I refer you to page 14 of the outline, 


paragraph 15; 


Ua Ws 


DP ea) dee 
Peg a 14 


Pat cea ; 


i 
we 


— Sih eco tehe one ay cr srone “obi 8: 
Ws Me ties rs ia eee otite Wer abecien 3 eB: enndottg #64 
Piehiwer odd saw i wited t doregsig to) Hoke 
OP Bid qakee ad gitar wie ow & itqose ‘ene’ ‘do taw 
ep wae ie ade Faun nie! & er) at ion’ adoog | 
ih ‘ #2 Y pie oe : J 7 joe ; ny . 
Pos Seosdo ot Kaba BF aextow mat aq ky eaard ‘Sa: dad: igart i$) 


iy >. 6S : i 
me 
: do C | 
, - 
ae xi wie as. 
(ee Gran De SB erent ye ag naakit itd whvbs oul taed an 


Cael wae ii Ooo lee saya bor tae ee rive tolog Sef fad tes a 
f 


aye nt de ooginow acclttoliga | 
‘ Pi 
+) oeyr@ad cools galteeredat ed 2f 


af 


ogilttoare awis Berets eae rea eed: cto aay. oroted 

# uy y afeyy toreaas erie or Prt hw Remoo 

Pain wei: “Ho! atte } of Coreethoo SRS Oe wale Me ome: doa? 
| | ees a n pe kiipaa: a.lw ee | 
setoet tr dciiw emg Ge > ae 

i iy todd ot se teeter atta ev ey Geer ae 
r wet evnd toncoB (ay ar Memecien ye , 
bi nome enon ent os Oa) 2 aqua ” 


‘tn 
oo i . - Pas gs _. ~ & e Talat /- . ‘ 47; 
are uw hedtety at of) peeparer cersendata co ; 


; y! 
orsey Shan TL trasves oie om stem 
i Liv to wenons “even (os agbeite “BEY aig ae 
tes detent ad don bow ok paantiet beste —— 
Een prothey tnonwets. “us vou temr (OC) ne deettiies 


Dé : a: h ey 4 " , J i wie art 14 Ps ait | 


. 4 
5 ‘ A ’ 2) Mi r =). 2 7 ww > 8 Bia delde ae 
_ ae ‘Te ot .. & ea a. g Y Ore he dak « & Pe: td 


~7973- Mr, Francis 

15, The practical problem of taxing patronage dividends 
as income in the hands of the cOm~operatives has been adimitt>< 
On hehalf of many organizations and the inequity of such a 
tax has been stressed by co-operative witnesses. 

In view of the useful discussion that took place the first 
day on that point, I do not wish to elaborate it. It is fresh 
in the minds of the Commissicners. I had intended to develop 
1G) Dut that is not necessary. 

15fa) It has been conceded by witnesses representing 
important private interests that patronage dividends actually 
paid should be deducted as trade expenses before arriving 
at taxable income. Mr. Macdonnell representing the Sanadian 
Manufacturers Association proposed that patronage dividends 
be so treated (VII ~- 2321}. 

As a useful discussion of that point I refer you to a very 
clear statements made by Mr. Locke at’ Vancouver which will be 
found in Volume I, page 317 to about 32%. YOU Méy recall Pt. 
Poo. Hob Wied to read it, but it is a clear statement of the 
Situation as regards patronage dividends. On this matter of 
patronage dividends, I suggest thet in the case of a consumers’? 
co-operative the price charged &s more like a deposit than a 
Hoagtsorices. it is a conditional deposit and I would ask the 
Commission to think of it in thet waye With regard to pro- 
ducers’ co-operatives, it is simply an estimate. The price 
paid is not a price in the ordinary sense but an estimate 
varying from 50, 60, to 80 per cent all along the line, de- 
pending on the type of business. It is not purchase and sale 
in the ordinary way. The evidence shows that in deciding on 
these provisional prices the co-operatives have tried to inter- 
fere as little as possible with prevailing prices and that is 


particularly true of the consumers: side of the picture, ‘here 


. be greselthl 


ns ig 


bared PAS, ARATE 


oe a iy hems ss 


Po) 
i 


y a ye ee re: pind i 
* f mS ae, us a Mss Barts tom a wens 


ie fe. 


70) 


my 2, 


eth n> Renadink Sabie 3 a naib aivaat adtt 6 one 
oe a | Spraapeoin, vor, et, ant auth 


x 4 , ; * Sade _ ¢ ti 
ar t Treen YT 2. ewry Pi ; N i , 5 EVOL aa ae ned ae (Alem, a 
ee Y ehaeh ives s ier: See eaaenodihe | otening smaes 
yi a at a ne . ( 
Te) aciviwds sankad sabaeden wabah ee bed ben. adk bei nied 


ie nea 0 Peer e Cre Ae A tl ok ins “ = abo) cP LIES e bos « ro ACE } 
th auntorrtiag dat? Bhangote aobmees ah. 2 a toquitsexarnll 


oe 7 mr | a 
(Ger ies La pedepts an a 
Neha re, Piro 
‘ 
- o 7 4 
‘ Pee noms ap ci Aang tet gr my : q fia oO 
, be ow Perro tie ae rOonst » Bm ey 
x j ‘ ; } é i “i SLC d {) 2) . - Me oe — OAS ao it ' 7 ; é A 
te be 
: aa " . sak hh eo his ope «a r : tg 
ibd: een naiey te ete) oO Bem AemereAS eee 
i it a P aie ; 
7 rs Ls . i “4 a 
ae 4 : of TUS ome Le mete ik nomwate 
: ni ' ; } AL 7 ; > a bead v2 “ * P Lei wa i 
a k; ‘ habs ae : : a 7. 
af: +. Asa pe . ee Pip OR Py Ey 
bo Roy . s cS = ‘ rh 1d oe +i ." a Me 
' elas a. ae 
; , e & her om fet al Ole +f al 
ao i a ! , ‘ as ’ J , <a i 4 a a * el Lal é Bi 4 
7* by = 7 | 
; : ' is Je ——— : - 
4 a ‘ ° at é ‘ rie Ci ws wa v4 the .@ —. a a! 6) t 7 B i, ON TOS 
fe . + : 7 z 7 . : on sar 
: : ' : ua at Sr Pr w ey) of wh p) Date ~~ oe 
a , 5 oi j ty ‘aa ee Aa SARE, t mi aig ‘Gay ay Vim a e One se. 
' ; ; u Pe aie hh : 3 , ( 
if 
r . ’ ae « 
; a 7 2 } oJ a 2I1¢ © Pe a. 5 + 
few eu 
+ F . 
{ ‘ - 3 y 
PEO lee de abet TF 
. 4 
. ‘ of, 
j es - a 4 Yagoe 
. 
' a : ‘ Pio is Phat 8 Oe 
1 i moe | bed 
Ar he aa © 
. : of Se J * ee fa AG 
ay, ry 7 pest & we Ge f 7 
é } e > ve $ ws. 
as 7 
> he. « : 
* 
: i r* | os. ee £ 
, ren Le +4 ee i em we 
7 - \ e pe 
+) i f pe any 7 
f ie ’ ’ a ae aa A ; 
" . { : 
rd mee a : 
‘ : ? j 3 J a ¢ BO Ba) th ie 
’ 
ot . 
7 LTT 
: “a a - P peer 
~ ,, oot ae | 


A797 Gn Wir, Francis 


has been little disruption. AS someone has said, they tend 

+O hold an umbrella over competitors by disturbing the price 
Structure as little ag possible. I understand that tn England 
in certain cases there is quite a difference but in this 
country, according to the evidence and so far as consumers are 
Soncerned, the general practice has been for co-operatives to 
follow general price Vevols. 

THE CHAIRMAN: That is true in England. 

MR. FRANCIS: I know it was originally. 

THE CHAIRMAN: It still is. 

MR. FRANCIS: That is, prevailing prices are used as the 
Standard. 

THE CHAIRMAN: And sometimes higher. 

MR. FRANCIS: Theat is an interesting feature because I 
think it gives point to our argument. In a co-operative it 
does not matter much what they pay because they get it back 
and some associations seem to have the policy of making savings 
in that way. 

THE CHAIRMAN: It is not fair to Say that it does not 
matter what you pay. The ordinary poor housewife has not a 
great deal of money to disburse in the First place. Her in- 
terest is not to pay a high price and get something back later. 

MR. FRANCIS: Unless she and her fellow housewives decided 
as a matter of policy that they wanted to make Savings in that 
way. 

15 (b) Jt was agreed on behait of the Saskatchewan 
Employers’ Association that patronage dividends if paid within 
a@ year or a limited period should be exempt (IV - 1256). 

15(o) ° La Ghanbre fe“Cortnerce dela Province of Quebec 
recommended that patronage dividends or discounts distributed 


to patrons, provided they be paid in ready money (or at leasts 
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within a reasonable time) be considered as an expense 
and Mr. Latour admitted that at present the patronage divi- 
cend is not a profit and consequently cannot be taxed (XVII - 
B46) 4) 0 fhe recommendation as to patronage dividends applies 
to producer and consumer co-operatives (XVII - 5586). 

15(d) Other witnesses expressly or impliedly adnitted 
patronage dividends actually returned should not be regarded 
as income. 

16. tt is submitted that the present position of asso- 
Ciations operated on a co-operative basis is that all patron- 
age dividends paid or allocated by them should be regarded 
as deductions. 

I can pass over Part II quickly. I have attempted to 
Sum up succinctly the main features of the organization, 
business methods and operations of co-operatives and I thought 
that no useful purpose could be served by going over all the 
eliterent organizations. agree that some of them are not 
set up as carefully as they should be. Some depart perhaps 
from proper Rochdale principles, but I suggest that on the 
whole this brief summary does give the essential features of 
the co-operatives as shown by the evidence. That T hope woll 
be of some use to the Commission. I do not wish to dwell 
upon it, but I wish to have it retained on the record. 

MR. VAUGHAN: What you state here would permit of either 
patronage diciden’s or allocations extending over years. Is 
that intended? | 

MR. FRANCIS: What I intend to suggest is that on the 
completion of the transaction the allocation should be made 
and that at that time the allocation should be reported 
to the Income Tax Department so that it is treated as the 
jJncome cf the member. At the end of she transaction the 


allocation should be made, and then thet should be reported 
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to the income tax authorities. 

MR» VAUGHAN: That is dealing with it from the stand- 
point of the member , buy from the Standpoint of the co- 
operative do you suggest that the allocations could be made 
payable over a term of years, so much a year, as in the case 
of the revolving fund, or do you think that allocations 
as well as dividends should be payable within a short time 
after the end of the year? 

MR. FRANCIS: As I pointed out yesterday, there is a 
difference of opinion on that point. depending on the nature 
of the business. Some witnesses stated that a definite 
period should be set while other witnesses representing other 
businesses were of the opinion that that would not be safe. 
There is therefore a conflict and it depends on the type of 
business. J cannot answer that question except to refer 
you to the evidence. 

MR. ELLIOTT: In your previcus answer concerning the 
reporting of allocated surplus, you had in mind primarily 
producers! co-operatives rather than consumers. 

MR. FRANCIS: I have given a good deal of consider- 
ation to the so-called pure consumers’ co-operatives, and 
I think the truth of the matter is, when you review the 
whole situation, that we have not very many of them, because 
in the so-called consumer associations you have really 
supply associations and the dividend is relevant to income 
tax because it does reduce the cost of producing on the 
farm. 

MR. ELLIOTT: I should say rather, the dividend on 
consumers’ goods as compared with producers' goods. 

MR. FRANCIS: If you put it that way, I would say that 
there is a distinction because in the casa of consumer enoAc 


there would be no income tax payable anyway. But we have 
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to be practical and fair about it and the fact of the matter 
is that you have a mixture. In the co-operatives in Ontario 
and the West you may get a small percentage, 10 per cent, 

of consumer goods and 90 per cent of twine and so on, and 

it would be difficult to segregate these. 

MR. ELLIOTT: I wanted to be clear just how far you were 
going. 

MR. FRANCIS: I made my statement general because it would 
be only Bair for co-operatives of the kind we know to report 
the allocation of all dividends. Theoretically the other 
argument is quite right. 

Peartek |: 
Clause (b) - Terms 
of Reference 

The second task assigned to the Commission under clause 
(b) of the Terms of Reference is to inquire into "the organi- 
zation and business methods and operations of the said co-# 
operatives, as well as any other matters relevant to the 
question of the application of income ana profits tax measures 
thereto." 

17. The organization of co-operatives is dealt with in 
the statutes and by-laws, copies of which have been filed. 
Although a general pattern is followed in the business 
methods and operations, as the evidence Shows, there is some 
variation and it appears that greater uniformity may be 
desirable. Apart from brief comment it is proposed to defer 
consideration of these matters until claims made by other 
interests and the specific recommendations made to the Com- 
mission on behalf of the co-operatives are dealt with. 

18. Implied in clause (b) of the Terms of Reference 
is the duty of finding what a co-operative is. We can vest 


discover what a co-operative is by determining its objectives 


i 5 . 

Sn adtiven < ery oe pees i: 
ont pi 
p= Cae Pie aaskwe ta eet 20; att 08 Bas, e800) 3 


ay ree 


nc 
oat six bigen ot: ewdETies oe SG 701 


iy J . p ry i Fost ea ‘ we ; i i if a 4 | On fw bine 5 ron - 


= .% 
ne 
7» 

. 

. 


+f gesugd, ie : ay ei ‘oe bauhe vn Gham ZL aTOART a ' His a: 
aw ie | COTO Os net Cas Tia ed | 
i geile out <iYootosioatl Veboohixth Eas tea: notisedite odd 
‘i | ny deta Eee, OT IUD al tismugre r 


his 
“4 | 
4 
o ¢ 
wor mA . i 
i ; oD ob ™ 
4 
4 


’ 
= iy ae 
S alt 
4 a y 
oe f 
he ~. i Pits i o { Hi 
4 2 
* » aan ee a de < ey AR = 18) 
} , WoOls Lead PRB DROGS eB ea oe 
* : 7 
é , . y » : ‘ is , 
4 , a Pek i i ite: ET art fe > ces ye ri. 4 OF r Le oe os 
sf \ h : od fo a» it & - a ‘ws 4 ~ - * ‘ re 


ee eel a SH eqo Soe éboddem es gnicad 52 boa > 
, . To PIR: bah ce ey th Clow en eevee 
fe) cree) Ont sttooticga-ont To deteeees 
Ul 
; . \y 
x a Ge tet oad a 
a 
are 11) aX i 


| eS be le aetico ,weieyd-Dma- SeTSTAsR ene 


5 {re pay acd . f Tel on a | 143 wdc See 
, a 4 : nek tertaqeo Dit ; pera ase f 


ma rsafact 43 i+ seers SS bos: od — 


use y eee oo Teltd sel AeA Sider bee 


pe ¥ ge bi Vet GLI SOOTE. CHT Dis 2G or ae 


jorod ott te Dhaded eyeeeee 


; } re - 
>» = I td 
antares | io (4) camete ot hebiquh emia 


; : : ‘ , : 7 es 4 s 
ct ay Raa 5 nae pat S ‘4 , 

: a fara! Ve ; 4 

" oes, 

3 


$ ia : y > : } + : r< a Tt.) me y 1 ‘ ih . 
; wy Ss oe Set “Ue Dee ee Ge Ne he Ua 2 he NPIS AS rit chy phi, Ley dt 


F ; 3 H ee ih ope Oe Pee | \ > 
a © | oa © i i” 2 ¥ avast Ay ia td’ age OS * ee. oy iv i eh boc wei yod Ie. .~ 
¢ cpeberentiiad cata, eta Be me Ae | > 
4 i ' 


~7978- Mr. Francis 


and how these are achieved. It is submitted that on the 
evidence it has been established that the objective of a 
co-operative is the self-help of an individual through self- 
education, ownership, control, quality of service and product; 
resulting in an improved standard Or Living. 

It may be useful to have a definition and what I suggest now 
is that} in order to find out what a co-operative is, which 
is one of the problems before the Commission, YOU have to 
look at the matter carefully. It is not simply a question of 
using a few words; it is a matter of concept. 

CG. Organization, 

19. The preliminary step in the organization of a cos 
operative is to initiate a Self-education program. There is 
evidence that this is perhaps the most important Step. Next, 
Ownership is achieved through the individual advances of 
the members, either by way of membership fees, share capital 
or loans. Control by the members is insured by the principle 
of one member one vote. With ownership and control in the 
hands of the members who use the co-operatives, the members 
in servicing themselves naturally provide quality service 
and insure high quality products. This submission is supported 
by evidence on the work of study groups, especially in 
Prince Edward Island and Nova Scotia. | 

£0. Ownership is qequired by: 

(a) direct contributions; 
(b) through operation of the co-operative. 
rag Original contributions are made by: 
(a) share capital 
(b>) membership fees 
(c) loan units. 
2lfa) Share Capital. The use of share capital on which 


is paid a reasonable return is in accordance with Rochdale 
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principles, : 

(Hall & Watkins “Co-operation” p. 355) = "In a 
co-operative the share capital is not advanced primarily 
as an investment but as a dontribution to a joint fund 
which will enable all the members collectively to provide 
the particular service for which the co-operatives are 
being formed. If the contributions of capital were in 
exact proportion to the use which the members would make 
of the co-operative, there would be no good reason why any 
interest on share capital should be paid. The payment of 
interest merely serves to adjust the rights of the members 


on an equitable basis." 


I think that would be of use in laying the basis for 
what I have to say later. 

21(b) Membership Fees. The trend appears to be to 
organize on a membership instead of a share capital basis. 
Co-operative statutes of Saskatchewan and Ontario give 
examples. 

The trend emphasizes the importance of individual con- 
trol and use rather than the investment feature and financial 
returns. In 4 membership copoperative the financing is done 
initially elena loan units. 

21(c6) Loan Units. These do, not differ from the loans ob- 
tained by a joint stock profit company, except that they 
are obtained from those who use the co-operative instead of 
banks or others. 

22. Ownership of a co-operative is increased through its 
operation by: 

Le Application of patronage returns on memberships 
or shares. 


&e Deferred patronage returns. 
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oO. Reserves, 

By merely using a co-operative, the members gradually 
become owners of the facilities, although they only pay 
ror the services approximately the same amount as they 
would have been required to pay to profit business. 

De Control, 

255 The principle of "one member, one vote" is 
fundamental in a co-operative. The control of the local 
association by the members is personal and direct. Federa- 
tions ofcomoperatives such as Saskatchewan Federated Co- 
operatives, or co-operatives serving members in a large area 
such as the Canadian Wool Growers, follow the same principle 
but as in any other democratic institution the control must 
be: exercised through representatives usually called delegates: 
It is a common sense adaptation of the principle of “one 
member, one vote", 

EH. Other Matters Relevant. 

24. Under clause (b) of the lerms of Reference “other 
matters relevant" are also inquired into. Many claims have 
been made on bdehalf of other interests which have been urged 
repeatedly with great persistency. Some of these are as 


follows and must therefore be dealt with. 


MR. ELLIOTT: I would like to hear your argument on 
21(c) in regard to loan units. I asked a question or two 
of witnesses and did not get a clear answer on that VoOLnie, 
and I would like to hear you explain that statement if you 
care tO. 

MR. FRANCIS: What aspect of it? 

MR. ELLIOTT: Speaking of loan units you say “these do 
not differ from the loans obtained by a joint stock profit 
company”, except that they are obtained from those who use 


the co-operative instead of banks or others." I have in mind 
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fixity of interest rate, duration of loan, definite date of 
payment, and things of that kind, 

MRs FRANCIS: I would be glad to discuss that. 

MR.s ELLIOTT: If you prefer to postpone it that will be 
See clei, 

MR. FRANCIS: Loan units were dealt with here in enumera- 
ting the points that arise in connection with organization. 

At this stage I was not thinking of loan units so much as 

of the question as to what they really involve. You are fam- 
iliar with income bonds as they are used in financing railway 
companies and other public utilities. That is a term that is 
woll known and I think it is fair to Say that a loan unit 

is similar to or more like what business men refer to as 
income bonds. Wide use has been made of income bonds in fin- 
ancing and the loan unit differs in one respect from what 
might be called an ordinary loan because there is a fixed rate 
of interest on the ordinary loan. On ‘the loan unit, in some 
cases it is fixed and in other cases it is payable onivy if the 
surplus arising from the operation of the business is such as 
to enable the association to pay interest. So that with 
regard to the first group they use the loan unit and the state- 
ment needs no qualification. With regard to the second group 
it probably does require a Slight qualification. 

Now 1 come to the charges or claims made against co- 
operatives. There are 87 charges or claims and I do not pro- 
pose to deal with all of them in detail. I intend to dis- 
cuss only two or three -- those that seem to be most important 
and those that have been urged with the greatest insistence 
and repeated from coast to coast. The first one that I would 
deal with is the claim that there is no material distinction 


between a joint stock profit company and a co-operative. That 
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is fundamental. If this commission does not see that there 
is a distinction then I shall Have a great deal of diffi- 

culty with the rest of my argument. If there is no material 
distindtion, LT. the co-operative possesses merely minor pe- 
culiarities, as Professor McDougall Suggested, then I shall 

have a good deal of trouble. The point is one that cannot 
be established very easily. It is not a matter of taking a 
certain definition and placing another definition beside it. 
itv is far more involved than that anda I would like to spend 

a fair amount of time on the question. I use the word 
"profit"for the first time and it ig important to know what 
we are talking about. 

THE CHATRMAN: In England they are not a bit afraid of 
the word profit. 

MR. FRANCIS: They have it in their Acts 

THE CHATRMAN: They do not make any bones about it over 
there. 

MR. FRANCIS: I was interested, in reading the Provident 
and Industrial Societies Act to find. the word "profit" 
there, but it is important that I should tell you what 
I intend by the use of the word in this argument. It means 
a return on capital and I mean by profit companies, companies 
that are organized for the purpose of obtaining a return on 
capital. To anticipate the brief may I go forward for a 
moment to page 23 where the definition.is given by Senator 
Farris: "Its sole purpose is to earn dividends for distri 
bution among its shareholders.” That is the definition that 
he gives. mention the word profit at this stage because 
it has another meaning; it includes certain benefits. There 
are many benefits that do not fall within the meaning of proe 
fit as an economist or a business man would define the word 


There are many benefits which some people imply when they use 
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the word "profit". In a co-operative there are many such 
benefits and I have to distinguish those general benefits 
from the narrow meaning which the business man attaches to 
the word "profit" and the meaning that Senator Farris ascribes 
to it. 

MR. ELLIOTT: ‘When you speak of a return on capital do 
you mean in proportion to or imputable to the use of? 

MR. FRANCIS: I will state later on what I mean by that: 

"Claim that there is no material distinction 
between a joint stock profit company and a 
Co-operative. 

25. Uther interests have argued that there is no material 
differebce between a joint stock profit company and a co- 
operative. The Income Tax Peyers Association has urged thus 
in paragraph 91 and 98 of their brief. (Adamson - VI - 
1779-1784), 

25(a) With respect to a consumer's co-operative the 
issue is clearly joined. The Canadian Retail “ederation which 
claims to be the most representative retail organization 
in the Dominion of Canada, representing an annual business of 
$3,440,700.00, gives the following as its considered opinion: 

'The only difference between consumer co-operatives 
and other retail enterprises lies in the description 
Biven to the monies available for distribution -- co- 
operatives call them savings and distribute them as 
patronage dividends and other retails call them profits.” 

(Carson - VII - 2330-and 2346) 

Even under careful questioning by counsel and the chairman, 
the witness Hougham was reluctant to recede from that posi- 
tion. This statement is the premise on which the main 


argument, on behalf of many interests appearing before this 
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Commission, has been based. The co-operatives deny this 
premise and submit that the conclusions based on this premise 
are fallacious. 

25(b) The differences are far-reaching and fundamental. 

It is not sufficient to list Side by side superficial character- 
istics and say these are the differences and these are the 
similarities On the basis of the evidence it is necessary 

to examine a co-operative. From the evidence which was re- 
viewed there should no longer be any doubt that the differences 
are fundamental. If that can be established to the satisfaction 
of the Commission a great many of the counter-arguments lose 
their force, When we consider why a co-operative is organized, 
how it is organized, how it functions and what happens when it 
begins to function, we have the answer... and we have the denial 
of the claim put forward so often and so emphatically by other 
interests. 

25(c) Vee who form a profit company seek a suitable 
investment. Those who form a co-operative ssek to meet an 
urgent need, often a desperate one, one they cannot meet alone 
as individuals. The evidence is clear on this. 

In North Rustico, *rince Eawaré Island, 75 per cent of 
the people were on relief when they began to adopt the co- 
operative technique with startling resuits. (CGroteau - XI -4008) 

The fishermen's co-operatives in nearly all cases came 
into existence under conditions of extreme hardship and adversity. 
(MacKichan - XII - 4404). The Department of Fisheries makes 
grants annualiy to the University of British Columbia and St. 
Prancis Navier for promotion of co-operative educational work 
among fishermen of the Atlantic and Pacific coasts. (MacKichan 
- XII - 4398). | 

In some cases local private services were discontinued and 


were not being replaced. This happened in Oxford county in 
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Ontario. (Nephew - VII - 2438). Jt happened in the Kandahar 
district in Saskatchewan (Jonsson - V - 1450) where the 
farmers faced the prospect of being without a retail store and 
97% of them contributed $4000 and established their own. It 
happened in Drumheller in 1944 when a mine supply Saskatchewan 
co-operatives with urgently needed coal went into liquidation. 
The Co-Operative Wholesale took over the mine not as a desir- 
able investment but in an effort to supply the farmers who 
owned it with fuel. (McKay - IV - 1364 and 1966) It happencad 
on Graham Island when the private cannery was closed throwing 
the families of the district on relief. (Mrs, Simpson - 7 — 68). 
It happened in Nova Scotia, 

"Co-operative enterprises among fishermen in the 
Maritimes arose and developed out of dire necessity with 
the curtailment of markets and the deflation of prices. 
After the close of the First World War conditions in the 
Maritimes fisheries deteriorated to a point where suffer- 
ing and deprivation was widespread in many of our fishing 
villages. Fish buyers and processors finding their 
business no longer yielding the high prices of war time 
eee to curtail their marketing operations, and, in some 
cases to close their plants entirely. Whole fishing 
communities were Left without an established marketing 
agency of any kind except perchance the local merchant 
who at times took fish in barter for groceries and 
&upplies at his own price." (MacKichan - XII - 4390) 
This evidence was amply supported by the findings of 

a Royal Commission Appointed to investigate the industry. 

The desperate need out of which co-operatives arose is set 

forth by a witness (MacKichan - XII - 4391"2} as follows: 
The Commission recommended the establishment of 


co-operative organizations of fishermen under the guidance 
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37986- Mr. Francis 
of an organizer appointed and paid by the federal government. 
The Commission further stated: 

"We do not conceive such ean undertaking to be beyond 

the scope of departmental responsibility or government aid." 

It was a case of self-help encouraged by the government 
of all the people. Five years later the Royal Commission 
on Economic Inquiry found that the co-operatives had great 
possibilities and were worthy of encouragement. The 
Commission reported: 

"On the side of both supplying and of marketing (the 
co-operative method) it represents an improvement upon the 
Qld state of affairs and has thus opened up new avenues of 
trade to the lobster fishermen and enabled them to strengthen 
their position in relation to the specialized dealers in the 
larger towns." (MacKichan - XII - 4395). 

That means more industry, more production, more emplecy- 
ment, more transportation, more of everything, and eventually 
more revenue to the exchequer of Canada when you have that 
situation. 

In other cases the need was also urgent, to establish 
orderly marketing of live stock in New Brunswick (McEwen - 
XI - 4110-4114) or honey in Ontario (Inkster - VII = 2487), 
or, provide decent housing in Reserve Mines (Laben - XII - 
4372) or transportation at a reasonable price for the smelter- 
men of Trail in British Columbia (Gordon I - 328). When on 
the prairies wheat was 40 cents per bushel or less the necess- 
ity to bring down costs was impelling if farmers were to 
remain in production. That is why thousands of farmers 
were forced to distribute and refine fuel for théir tractors 
resulting in a saving of 16 per cent over the worst years 


ef the depression (Rankin - V ~ 149). 


~7987-— Mr. Francis 


We had that situation in Prince Rupert, where ling cod 
liver could not be produced at 60 cents a pound and therefore 
there was no production while the price remained at that 
level. But when the price was $3.85 they could profitably 
produce ling cod liver for the necessities of Great Britain. 
On the Prairies, when people were thinking of moving north 
in great numbers in the midst of the depression, they could 
do one of two things. They could pull out, leaving their 
farms and the investments of a lifetime, or they could under-— 
take to bring down the cost of one of the most essential 
things needed in production -- gasoline -- and that is what 
caey dias 

Due to unfair prices and careless handling of live stock 
Lloydminster farmers, who had learned something of co- 
Operation in the old land, adopted the method in their 
district. (Davidson - V - 1403). 

When recently the farmers of the ranch country had a 
pressing problem on their hands of disposing of surplus 
horses, the co-operative technique proved to offer the oni. 
solution. (Thomson - V - 1515). 

There have been statements in the press, and there has 
been a lot of misunderstanding about that development. Some 
people have the idea that it is a government prosect., “ine 
truth of the matter is that a group of ranchers and farmers 
had a desperate situation on their hands. One hundred thousand 
horses were eating their crops and their grass and they did 
not know what to do with those horses, so they made a contract 
for 10,000 tons of horse meat with the Belgian Government. 
They are now remodelling two plants, one in Swift Current and 
one in Edmonton, and they have a government guarentee of 


$50,000. I was at a meeting in Swift Current where I met 
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these ranchers, and this is the problem which the se people 
were trying to solve. Most of these people, independent 
ranchers and farmers, had had no previous experience with 
co-operatives at all, but they adopted the co-operative 
device to solve their problem. 

Many more examples could be given but it is well 
established that in this and other countries people have 
been driven to form co-operatives from necessity, not choice. 
That is one distinguishing feature and here profit business 
is not on common ground. All the co-operatives arise from 
the needs of the people no matter how large they may -have 
become. A so-called co-operative is just a large group of 
needy people doing a lot of things for themselves. 

25(d) The question of how a co-operative is formed 
has already received a great deal of attention. The fact 
that it is controlled by the people who are going to use it, 
Placeg it in a class quite apart from profit business. It 
is established to serve low and moderate income groups. The 
importance ,of the control being placed in the hands of the 
users deserves emphasis. The evidence discloses unfortunate 
examples of what happens when the rule of one member one 
vote is not followed. That is a distinguishing feature of 
great imporhance. In ¥rince Edward Island, near More lh, 
the fishermen formed their own association. They neglected 
this feature.’ The association was successful but control 
passed to the manager and the members ceased to benefit as 
they would from a co-operative properly organized. (O'Brien 
- XI - 4070). Many of the earlier attempts failed because 
there was no suitable legislation which authorized control 
on the dvasis of membership. 

Another important feature of the people controlling the 


co-operative is this, that they can daécide on the quality 
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of the goods. In this day that may not be so important, but 
reading the history of the Rochdale pioneers you will 
remember that it was not only the price that was involved 
but adulteration of goods ~- the question of the quality of 
the things they bought. That was one of the main reasons why 
these people formed co-operatives. You will find thet in 
the records of Rochdale. It was under their Controls. and, set 
they were getting sand in their Sugar they could do something 
about it. If the flour was not pure, they could remedy 
that situation. I would like to stress that point. I am 
not sure that they were always successful, but that was what 
Chey, Set, Out(bo 10. 

MR. VAUGHAN: Are there not laws that govern that sort of 
thing -- pure food laws? No one can put sand in sugar. 

MR. FRANCIS: Yes. I wanted to emphasize that, because 
I realize that it is quite difficult to maintain supervision. 
A great deal has been done by pure food laws; there is no 
doubt about that. But one of the interesting things about the 
refinery in Regina was that, for the type of tractor they were 
using at that time, they had the greatest difficulty in getting 
on the market the kind of fuel that was suited to their oper- 
ations. One of the reasons they refined their own oil was 
their desire to produce the blend, the type of commodity that 
best suited their needs. The gasoline that was sold on the 
market was good; if anything, it was perhaps too good. That 
was the trouble. The price was too high owing to the octane 
sontent.- lee point is, at any rate, :that. they could adapt 
the product to their particular needs by having control over it. 

MR. VAUGHAN: Does that mean that the refineries were unabls 
to suit their requirements? Usually a company tries to meet 
the demands of its customers. 


MR. FRANCIS: Generally speaking they do, if it is profit- 
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MR. VAUGHAN: Do you mean that in this case it was not 
profitable for them to do it? 

MR. FRANCIS: The point I am making, which would seem to 
answer that question, Mr. Veughan, is that over a period of 
years they saved 16 per cent on that gasoline. That is the 
record. 

MR. VAUGHAN: You suggest that the gasoline which these 
people could obtain in the market was not suitable. Perhaps 
it could have been sold more cheaply if it had been of the same 
quality. 

MR. ARNASON: Is it possible that the reason why they went 
into the production of that particular type of gasoline was 
that they wanted a product that was suited to that parti- 
cular area rather than a product that was adapted to the 
country at large? 

MR. FRANCIS: JI believe that is the history of it. 

In Nova Scotia control of a farmers! creamery owned by 
farmers and established for their use, was lost to an employee 
who gradually acquired a chain of creameries, more than one 
of which had been organized by farmers for their own use. 
(MacLellan + XII - 4550). 

The Royal Oommission on Price Spreads in its report, to 
which reference has frequently been made, fully recognized the 
importance of control resting in the hands of consumers. 
Oontrol goes to the root of the whole matter in the co- 
operative argument. 

The tendency to place more emphasis on control is shown 
by the trend to establish co-operatives on a membership 
rather than a share capital basis. (Savage = VII - 2393 
and Saskatchewan Act). 


Secord.ng to the evidence of several witnesses, aud 
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| ~7991- , Mr.Francis 
stated specifically in the brief of the Independent Dairics 
of British Columbia, the purpose of the ordinary profit 
corporation is as follows: "Its sole purpose is to earn 
dividends for distribution among its shareholders." 
(Farris - I = 225). 

Where could you get a better authority on what the sole 
purpose of a profit corporation is? 

MR V.,UGH.AN: Who is the author of that statement? 

MR. FRANCIS: Senator Farris. 

MRe VAUGHAN: I think there are many companies that 
take into consideration more than the question of profit. 
One important consideration is the condition of employees. 
I believe they have great consideration for their saint eo. 
and profit is not the sole purpose of every company. 

MR. FRANCIS: JI do not think there is any doubt in the 
world that there are many companies that do show consider- 
ation. for their employees; but there is just this one point 
I would like to make. It depends very largely on the in- 
dividuals who are in charge. There are certain companies 
whose names are household wordin Canada, and we know from 
reading the biographies of their founders that these men 
had a great interest in the welfare of their employees. 

But the point is that in profit business you have no 
guarantee that the same consideration will always character- 
i126 all companies, As 1. say, it depends on the indivi 
duale In the co-operative, on the other hand, there is 

Such a gaamantee because control is always in the hands 

of the people concerne4. 

THE CHATRMAN: I should not like to adopt that assert- 
ion as the device on my perenne Francis. there are 
some Canadian companies which are not entirely devoted » 


profits. Would you say that one of our great railway 
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-7992-— Mr. Francis 
companies is entirely devoted LO “prorits7 

MR. FRANCIS: Certainly not, my lord. I am, however, 
taking the admission madd on behalf of a very important group 
of private profit businesses by a very eminent coungel. Sure- 
Ly sen arguing my case, I can make use of that admission? 

THE CHATRMAN: Yes, of course, You can use it as argument. 

MR. FRANCIS: I am not Saying 251s" the sole purpose. 

I am pointing out that Senator Farris says it is the sole 
purpose, and he should know better than I do because he hag had 
more to do with it than I. 

MR. PARKER: Don't you believe that proposition? 

With great deference to 

MR. FRANCIS: /My learned friend that is not a fair way to 
put it. I have some familiarity with co-operatives. On the 
other hand, Senator Farris has had a good deal of experience 
with profit companies, and he appeared before the Commission 
to give the benefit of his experience, and that is what he 
tells you. 

MR. PARKER: We had his opinion. Now we should like to 
have yours. 

MR. FRANCIS: I am doing my best. 

MR. VAUGHAN: It may be different in British Columbia. 

THE CHAIRMAN: You would not recommend the inclusion 
of that sentence in our report? 

MR. FRANCIS: No, my lord; nor would I recommend setting 
up the other as a standard for co-operatives. I would stress 
the next paragraph. 

If a group wish to use the corporate device to make 
profits at the expense of others, then all of those profits 
are income, and since it happens that by using the corporate 
device that income tax is assessed in a certain way, part of 
the tax comes from the profit makers through the corporation 


owned and controlled by the profit makers, and the remainder 
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from the profit makers personally: It shoulda be kept in 
mind that both portions of the tax; together with all that 
is left over in the hands of the profit makers domes to a 
substantial degree if not entirely from customers who are 
not the profit makers, 

MR. VAUGHAN: By “profit makers", what do you mean? 

MR. FRANCIS: That is why I defined profit a moment 
agoe I will go beyond Senator Farris and say: Those who 
organize companies for the purpose of obtaining a return 


on their capital. That is what I mean by profit makers. 


These are two ways of collecting the total tax 
rather than a system of double taxation Since 25) 16 the 
customer who provides the profit to be taxed whether or not 
it be the tax paid by the corporation or by the individual 
Shareholder of the corporation. 

Persons who make a profit or income sufficient to 
pay a profit to other profit makers or persons who wish 
to give a profit to some one may do so, but primarily pro- 
ducers and low income groups who cannot afford to do thig 
and any others who may wish to help themselves have formed 
themselves into non-profit service co-operative associations. 
This is one of the needs which helps to encourage the forma- 
tion of co-operative associations and fine distinctions with 
respect to corporate entities seen quite irrelevant. 

This is the answer to those who talk abovt taking 
over the universe under some co-operative scheme. It is 
only those who have a need and wish to help themselves, those 
who cannot afford to pay a profit, who are found in this 
groupe People can talk about the great revolution and so 
on if they like, but let us look at the hard facts that were 


presented to the Commission. Yrofessor McDougall says that 
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you should not take one group of people and set them aside 
and declare that they are entitled to certain privileges. But 
the fact is that that group of people are there because they 
needed to be there. That is the only reason they are there, 

Further, to say that this trend has started or even 
been accelerated out of proportianto increases in profit- 
making business because of the recognition by the income tax 
authority of the non-profit feature, does not seem to have any 
general basis in fact because co-operatives were forming and 
in existence in Canada and elsewhere for many years before 
corporation income tax or even personal income tas as it is 
known to-day was in effect. It is also true that in commodity 
lines, where co-operatives have been in Operation since 1900, 
they have not yet exceeded 50 per cent of the total Canadian 
business, and in most cases are far below this PLOpOraonTo. 
total business although in certain lncal areas this may not 
be true. In other words, co-operative enterprise is not a 
practice developed as a result of tax considerations, but 
rather a practice of non-profit mutual self-help to fill a need, 

A good deal was said in British Columbia about. the 
wholesale transformation of private to co-operative business. 
The evidence does not support that claim, and that. claim 
went aoross Canada and received a great deal of publicity, 
and it has done a tremendous amount of damage. 

25(a) A gyeOperative in Operation. A co-operative 
aims to do business at cost, a joint stock company for a 
profit. Sometimes it is not successful, sometimes it makes 
a little profit; but it does not set out to do that. It sets 
out to operate without making profits, whereas the Proria 
business sets out to do business by making profit, though 
sometimes it does business without making profit. There 


you have the aim on the one hand and the achievement on the 
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ovher. or the partial achievement. 

in making comparisons in Torohto a witness admitted that 
a profit business might have a mark up of 56%, or even 
higher, although in some cases it would be much lower. The 
mark up of the co-operative was 17% and the witness admitted 
that co-operatives are fairly successful in achieving their 
purpose of operating at cost (Middleton - VII - 2355). 

TO Operate at cost from day to day would jeopardize the co- 
operative as the evidence shows (Savage - VII - 2405) so the 
result is achieved by making an overcharge in the case of 

a consumer's co-operative, or an underpayment in the producer 
co-operatives and adjustments are made later in various ways. 
We therefore have a further fundamental distinction between 
doing business at cost and at a profit. It is not a mere 
matter of words but it is a declared intention plus the most 
practical method which can be devised of carrying out thay 
intention. 

25(f) Perhaps the most striking characteristic of a co- 
operative which distinguishes it from any joimt stock profit 
company is demonstrated by the wav it functions in a com-= 
munity or region. An examination of two or three cases 
should establish beyond doubt that the two types are funda- 
mentally different. The picture is not so clear in the 


districts where the development is recent. But in the town 


> 


and district of Davidson, in central Saskatchewan, it is 
possible to see how this social and economic organism has 
functioned over a period of 30 years, 

Some of you have had the advantage of seeing how these 
Organisms have developed over a longer period and you will 
be able to test the validity of the argument I am about to 


make from your own experience, which I am not able to do from 
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recent observations; but if this is sound I would like to 
have it given effect, and if it is not sound you will know it. 

The most striking feature is not so much the dollars 
and cents saved but the way in which from year to year it 
has been adapted to meet the needs of the people. It has been 
an instrument under the control of the people, standing by 
to meet any need or emergency that might arise. As it grew 
and developed it became more and more like a PUCLEC.oF 
municipal institution. A community institution operating in 
that manner affords the best argument that a co-operative and 
a profit business are not essentially the same. It convinced 
a merchant with long experience who did business in the next 
town. He saw the advantages of the co-operative method, 
including the fact that a co-operative does not have to 
spend money to coax business; the business is already there. 
(Bagnall - V - 1512) 

Starting in 1914 with wagon scales and an office a group 
of farmers began to distribute coal, lumber and building 
materials on a co-operative basis. Year by year they added 
, additional services -- distribution of gasoline 6nd ol), farn 
implements, groceries and provisions, meats, installation of 
a cold storage plant, hardware, plumbing, the establishment 
of a tin shop on a service basis with no intention of the re- 
venue meeting the expense, drygoods, clothing, home furnish-~ 
ings, a bakery for the use of the community, stabling accommo- 
dation for the memberst children, emergency benefit for 
bereaved families, the establishment of an egg candling 
station, the distribution of pasteurized milk on a non-profit 
basis for the entire community. 

You cdc not find that in a profit company. Many of these 
features are unusual in the profit company; yet these are 


according to Professor McDougall, merely minor peculiarities. 
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As the witness stated,- 

"For 50 years the co-operatives have been experiment- 
ing, venturing, exploring and locating paths that other 
co-operatives have followed seeking always methods by 
which to increase its service to its members. It has 
been and will continue to be a community undertaking." 
(Wilson - IV - 1417 and 1418). 

This community nature is shown by the provision invite 
by-laws which provides for any Surplus being used for 
scholarships in the event of the association ever being 
wound upe According to the testimony, the co-operative has 
succeeded in eliminating all distinction between owner and 
customers. The intention is that there is no one to make a 
profit for and no one to make a profit from and that the 
- Sole purpose of the co-operative is to give service (Wilson 
~ IV - 1422) 

The officers of the Davidson co-operative regard it as 
a plece of machinery for reconciling the respective interests 
of the members. They think of the members as partners in 
a community undertaking, which is described in this way -- 
the co-operative is engaged in distributing equitably 
amongamong members the partnership goods, which, as agent 
for the partners, it has acquired for their use, and then 
having done with the distribution adjusting the money 
differences that result. t is contended that. only the 
closest knowledge of the working of a cosoperative makes 
it possible to perceive that the co-operative is nothing but 
a greatly expanded, greatly modified ledger account for 
settling differences among partners (Wilson - IV - 1425). 

I put that forward as their idea of what they are doing; 
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that is after thirty years’ experience. A great many of the 
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-~7998— Mr. Francis 
co-operatives in that province, of which there are hundreds, 
are feirly new. They commenced to Operate much in the same 
way as this association began to operate, but their history 
is short and the pettern is not so clear. 

Again, those with long experience in developing a 
co-operative contend that income taxes assessed against 
a co-operative amount to a sales tax on the patron and fall 
harshly on the large consumer with a family is not equitable. 
(Wilson - IV - 1432), 

The position which the co-operative holds among business 
men is shown by the appreciation of the town council’, 
representing mcre than 1000 people, that they acknowledge 
with appreciation the service that the co-operative has 
rendered in distributing milk without profit. 

The co-operative at Davildson is almost like a municipal 
government, of a functional inturey” érodee thay Ut Te one 
political and voluntary -- you come and sO °as you Tikes is 
must hold the loyalty of its members. It is a peculiar 
type of organism that must be looked at through magnifying 
glasses if you are to see clearly exactly what it is. 

MRe PARKER: I suppose the members of the town council 
are also members of the co-operative and are patting them- 
Welves on the back. 

MR. FRANCIS: My learned friend Says they are patting 
themselves on the back. I do not think I need make any 
fomment on that. 

MR. PARKER: J was merely wondering it they were the 
Same group of individuals. 

MR. FRANCTS: I do. know that in the town of Devidson 
there are other merchants, sone of whom are on the town 


council; and the fact that there is a co-operative there, 
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-79°9- Mr. Francis 
which has improved the condition of the people and has 
‘resulted in the prosperity of the merchants of that tovm . 
speaks for itself. When the problem of distribution could nct 
be solved where did the people turn? They tugened to the co- 
Operative, who had had thirty years‘ experience in providing 
Services, and they said, "You see if you can't solve it." 

And they did. I don't think they are patting themselves on 
the back at all. They are Simply recognizing what other 

town councils will recognize some day -- that a co-operative 
in a community is a great institution. Other places have not 
had the same chance to judge; Davidson has an experience 

of thirty years behind it. They are not patting themsekves 
on the back at all. That is my submission. 

MR. PARKER: I am sorry to have interrupted you. 

MR. FRANCIS: It will be seen from this review that a 
COo7ODerabive has within it the seeds of growth, but there is 
nothing to indicate that the merchants in the town suffered. 

The evidence shows that before the co-operative started 
one merchant had $20,000 on his books and was in desperate 
straits, and the co-operative took over nearly everything and 
he was better off after the co-operative had been operating 
tr n he had been before. That was the evidence of Mr. 
MacDonald. 

25(g) A Co-operative, such as Davidson, brings about 
community integration but by the very nature of its organism 
it brings about “vertical integration”, as one Quebee witness 
eeteonred “to it. 

What - am trying to do is to show what the co-operative 
is, and this again marks a distinction, because the profit 
company does not have vertical integration in this sense. 
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-8000- Mr, Francis 

Davidson was one of the original 29 associations which 
banded together in 1928 to serve their collective needs: 

“Individual members of an association were limited in 

what they could undertake. They could distribute coal but 
could not buy it from the mine and could not mine it, Goll- 
ectively with other associations they could do both. Locally 
they could not mill flour for themselves -« combined through 
the Federation they could finance such an operation. Indi- 
vidually they could distribute petroleum products but 
only collectively could they refine such products.” 

(McKay - IV ~ 1279) 

That was in the Regina plains in the bottom of the de- 
pression. One small group could not establish a refinery for 
services badly needed, but a number of groups scattered over 
the plains’ could do so, and they saved themselves 16 per cent 
Over a term of years. 

Mr. McKay told the Commission how the hard-pressed people 
of communities in the Province of Saskatchewan had banded 
together under the stress of necessity: A co-operative expands 
in a manner quite unknown to a profit company. I+ is a social 
organism arising out of peoples! needs that evolves in various 
ways to meet those needs in the best way that the collective 
intelligence of the members can conceive. We often think of a 
profit company as being promoted. A genuine co-operative is 
never promoted notwithstanding the evidence heard in British 
Columbia. Ir Saskatchewan, according to the evidence, "the 
urge for co-operation is irrespective of the government and 
that urge will keep on manifesting itself irrespective of the 
government ...." There has been an attempt to discourage un- 
due expansion (McKay - IV ~- 1375 and 1577), 

MR. VAUGHAN: You state that co-operatives are not 
promoted. There are large sums set aside for educational 


purposes. #s not that for promotion of co-operatives? 
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MR. FRANCIS: My reference is to the original establish- 
ment of the co-operative, The second pobnt which you now 
raise has to do with the practical expansion of services and 
it is quite true that a fund is set aside for the edudation 
of members, so that they can the better fit themselves for 
self-service. | 

MR. V.iUGHAN: But they go further thah that. We have 
seen circulars promoting the comoperative idea and inviting 
members to Join. Is not that promotion of the co-operative 
system? 

MR. FRANCIS: If in a community you have a group of a 
hundred people who have, by their experience, discovered tyr 
themselves that by banding together and using a certain tech- 
nique they can make a success of serving themselves, deriving 
certain benefits thereby, then others will say, “If a hundred 
people can do this, certainly two hundred or three hundred 
or more can do the same and reduce overhead, being in many 
ways more peeietent © And the fact is that in one case 
they had saved 16 per cent on gasoline while in another 
instance thyy have raised the price of ling cod from 60 cents 
to $5,685. 

MR. VAUGHAN: Isn't that promotion? 

MR. FRANCIS: Call it whatever you like. They call 
it educatione In the case of the profit eet you have 
promoters going around the country selling shares, They 
sell shares in various companies -= oil companies, mink 
farms and so on. You do not get that type of thing in the 
co-operative, That is what I mean. 

MR. VAUGHAN: I do nov think the statement is correct, 
that a genuine co-operative is never promoted. Jt seems to 


me that co-oreratives are coing promotional work. They have 
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~B002- Mr. Francis 
educational departments for the purpose of promoting co- 
operatives, 

MR. FRANCIS: The formation of a co-operative is not 
the work of a promoter in the ordinary sense, 

THE CHAIRMAN: In England they do promote. When they 
think that a community needs a so-operative society thee 
promote it. 

201) The co-operative differs from the profit company 
in the preliminary steps taken to establish it. The organ- 
ization is preceded by much consideration and study by those 
who wish to make use of it. 

Desjardins began to study credit unions in 1885 and did 
not start the first one until 1900. In other words, he 
devoted fifteran years to pre saration, and to the study of a 
device which, as we have Seen, has worked remarkably well. 

Sometimes the venture is studied for months and some-- 
times years. (O'Brien - XI ~ 4068), (Father Forest += XII - 
4435), In provinces where suitable legislation is in force 
and adequate supervision is provided, careful consideration 
is given before a charter is issued, In Saskatchewan a 
government department or Branch has for several years re-= 
quired preliminary study and information before the incorpor-= 
ation of a co-operative. This gives assurance that there is a 
need for the co-operetive that is proposed." (ire reese 
EE OD he | 

Other examples of how a cosoperative grows in bringing 
about one improvement after another came from Morell in the 
Province of Prince Ecward Island, (O'Brien -- XT =-"4071) 4. 
from Baddeck in Cape Breton Island (MacBanald ~ XTT - 4464), 
and from Masset in British Columbia (Mrs. Simpson - I - Tas) 


Much of whe study and preparation for the revent more 
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~8003 Mr, Francis 
rapid developments took place when the consuming power of the 
people was very small and only within recent years have they 
been able to gather small Tesources sufficient to establish 
their own facilities. R 

In Saskatchewan and other provinces a great deal was said 
about the tremendous €xpansion that took place all of a sudden. 
What really happened was that during the depression years, 
through study clubs and the distribution of literature, and 
as a result of doing certain things in a small way, they 
learned the advantages of this method, and as soon as they got 
resources together they carried out; as expeditiously as 
possible, the thing they determined upone 

£5( 4) Notwithstanding submissions that co-operatives 
are developing at an alarming rate (Thompson = IV - 1193) 
the fact is that the development has been slow and painful. 

In Saskatchewan of 1415 co-operatives incorporated in 30 years 
under the Oo-Operative Association Act, 605 have ceased to 
6xist. (Turner - IV - 1118). 
One of the Commissioners put the expansion in proper 
perspective by the following comment: 

pip eryine: to. get. a rough idea of trends it is well 
to compare one veak with the next. In the figures of 
total sales you show that in 1920 they amounted to 
$7,000,000 odd and in the next peak 1942, which probably 
is not the highest, the figure is $11,000,000 odd. Taking 
that as a rough indication of the trend you have an in- 
crease of a little over 50% in 22 years." (IV - 1194) 

I suggest that the increase in co-operative expansion, 
comparing ons year with another, is not so important. What is 
important is the relative increase, What has been the increase 
in private profit ousiness? Statistics on that point would 


be very interesting. 
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~B004— Mr. Francis 

25(k) It is very difficult to bring to the Commission a 
Poult Sealization of the meetings, consultations, phanning and 
trouble involved in starting co-operatives and keeping them 
going. Generally it will be found in this and other countries, 
if people can afford to Supply their needs without bothering 
with co-operatives, they will not bother with them, People 
throughout Canada, who are in the class that need co-operatives, 
realize that ownership means control of their own business and 
are gaining that control to be prepared for the difficult dags 
Which lie ahead. As for co-operatives developing into bnhe 
business, this has been due to circumstances and distressed 
conditions. (Rankin - V- 1486), 

You will recall the evidence of Mr, MacKay, "We didn't 
want to do this; we were forced into it." That was the tenor 
of his testimony. But they learhed that this technique would 
work in supplying one need and so they applied it to another, 
and so one ‘That is the way the co-ooeratives grow -- in an 
orderly fashion, and as people are able to use them. 

25{e) The wide distribution of surpluses is another dis- 
tinguishing feature of co-operatives. The following are merely 
examples. In 10 years, 6 of which were in the depression, 
Lloydminster Co-operative returned to members and patrons 
$96,219. (Davidson - IV = 1406). 

Since 1931 net savings to Sherwood members (most of it 
during Becression years} was $445,227 (Rankin - V = 1485) ana 
of this $215,000 was paid out in cash. Sherwood was the local 
co-operative that was organized to keep the members in the 
business of farming (Bickerton - V - 1595). 

The British Canadian Go-Operetive ina period of six and 
a half years during the worst years of the depression, returned 


to members $539,964 in dividends (MacDonald = XII - 4356). 
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-8005-- Mr. Francis 
While the association has been in operation patronage divi- 
dencs have amounted to more than three million doliers. Tee 
evidence shows the economic advantage which has accrued to 
the people in many districts through the distribution of 
patronage dividends. This distinguishes a co-operative from 
a profit company. Further the ordinary profit company does 
not tend to keep the customers or patrons off relief and 
keep many of them in the income tax paying class, but rather 
may tend to require the state to take through taxation some 
of their profits and give them back to the customers or 
patrons in the form of relief or bonuses of some type. 

25(m) Summarizing the foregoing, it is submitted 
that the difference between the joint stock profit com- 
pany and a co-operative is fundamental. The motive prompt-— 
ing the organization and operation of a joint stock company 
is the making of a profit or gain, within the meaning of 
Section 5 of the Income War Tax Act, If it achieves its 
purpose it makes such a profit. The motive prompting the 
organization and operation of a co-operative is to provide 
a service without profit, and if it achieves its purpose the 
members have provided that service without making any profit 
whatsoever. Especially from an income tax point of viiew 
the distinction is fundamental. 

One type is designed for profit to its shareholders. 
The other for use by its members. 

All the other distinctions are the result of, or 
ancillary to this fundamental distinction. 

A vitel distinction is that the control of a co- 
operative rests equally with those who use its services -- 
such is not the case in a joint stock profit company. 

A distinction far reaching in its effect is that 


membership in-a co~operative is open without restriction to 
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-~8006- Mr. Francis 
all persons who can receive benefits from it -- such is not 
the case with a joint stock profit company. 7 

A most pettinent distinction relative to tone tax 
is that a co-operative, after providing for necessary expenses 
and reserves, returns its Savings or earnings to those who 
use its services, in proportion to services used -- such is 
not the case in a joint stock profit company. 

A distinction which emphasizes the motive of use insteed 
2) Sfp Op 8 ie ie | the fact that where suitable legislation exists 
& co-operative is always able, through re-purchase and con- 
trol of transfers, to keep its shares or memberships in the 
hands of those who use its services -- such is not the case 
in a joint stock profit company. 

A distinction whcih also emphasizes the motive of use 
instead of profit is the fact that members of a co-operative 
are encouraged and required to become educated in the inere-- 
ed use of their association, by itself, and in co-operation 
with other co-operatives with a view to increasing benefits. 

25(n). From the foregoing distinctions, which are amply 
Supported by the evidence, it is perfectly clear that the 
differences are not only material but fundamental. If no 
distinction, why has every province in Canada passed special 
legislation, and why have repeated requests been made for 
special Dominion legislation dealing with co-operatives? 

25(0) Whether or not an enterprise is carried on by a 
corporate entity i198 not the determining factor in the matter 
of income taxation. For example: an individual may operate 
with or without profit. A partnership may operate with or 
without profit. A corporate entity may operate with or 
without profit. 


Many charitable, religious and social bodies are incor- 
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~8007-~ Mr. Francis 
porated. Clubs are incorporated. Incidentally they may 
furnish certain supplies such as cigarettes and bobacco, yet 
they do not make a profit within the meaning of section 3. 

It is admitted that there are benefits derived through 
the use of the corporate method. Whether the motive is pro- 
fit or use, the corporate method is beneficial, but in the 
first case it is used as part of the machinery necessary 
for making a profit, but in the second case it is used as part 
of the machinery necessary for adjusting the financial 
affairs of the enterprise so that no profit is made. 

The foregoing is supported by good authority. According 
to Bakken and Schaars in their book entitled "Economics of 
Co-operative Marketing", page 14: -- these scholars are not 
from Cornell or Wisconsin -- 

"The differences, however, betweem a co-operative 
corporation and a private corporation are much more 
striking than the similarities. The most important differ- 
ence lies in the aims. A capitalist invests capital with 
the primary hope of profit for himself; a co-operative 
member uses capital as a means to provide marketing ser- 
Vices at cost. Jn the former, the basis of organization is 

“money; in the latter, it is the individual or the user of 
capital. In the former, operations are designed primarily 
to earn profits and secondarily to provide only those goods 
and services which may bring profits. The co-operative 
is also interested in savings or gains, but these are 
secondary to the performance of efficient services." 

MR. VAUGHAN: Is that according to the evidence we got 
from the Maritimes? The primary motive was economic gain, 
not service. In the Maritimes, in many cases, it was stated 


that motive No. 1 was economic gain, and No. 2 was servicc. 
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-8008- Mr. Francis 


MR. FRANCIS: I know a great many people think the 
Maritimes are different from the rest of Canada. 

MR. PARKER: Not only different but superior. 

MR. FRANCIS: I remember one place in the evidence where 
a witness stated that economic gain came first because condi- 
tions were so desperate that they had to pay attention primar- 
ily to that aspect. That seems to be what they had in mind. 

MR. VAUGHAN: Is not that actually the position every- 
where with co-operatives? 

MR. FRANCIS: I agree that sometimes thay may be driven 
to it. 

MR. VAUGHAN: The savings ar earnings that result from 
doing business at cost are as a matter of fact gains, are they 
not, the same as in any other company? The saving in a co- 
operative corresponds to the gain in a company; and in return-~ 
ing that saving or gain, naturally the business is done at a 
prorit. 

MR. FRANCIS: Here is customer A. He requires a suit of 
clothes and he goes to one store where a suit costs $50. But 
he finds, theough an advertisement or in some other way, 
that there is another store that sells the same suit for $45. 
He goes to that other store and buys it for $45. He does not 
make a profit of $5, but he has saved himself that sum. 

MR. VAUGHAN: Yes, but that is individual action. <A 
person by individual action of that kind can save money. But 
when people incorporate for the purpose of Saving they oper- 
ate in a big way. They buy cheaper and can sell cheaper, just 
as any company can. By means of incorporation they can handle 
large quantities and sell cheaper. There is a difference 


between individual action such as you have mentioned and 


corporate activities. 
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MR. FRANCIS: The principle is the same. If one person 
can make a Saving by going to another store and paying $45 
instead of $50 for the same suit of clothes, the principle 
is not affected where a hundred people send away to a 
factory in central Canada and get one hundred suits. The 
principle is the same, though the financing is different. 

MR. VaUGHAN: I do not think it is the same in effect. 
An individual cannot spend all his time going around shop- 
ping so as to buy everything at the cheapest possible price. 

MR. FRANCIS: Let us take the man buying the suit of 
clothes. He reads an advertisement and finds he can get 
that suit for $45 instead of $50, which is the price the 
first store charges. So he says to his son, or to an agent, 
"Will you go and buy that suit for me?* He gives him $50 
and the agent comes back with $5 in change. This man says, 
"You have been to a lot of trouble; here is $1 to recompen- 
se you.# And so he saves $4. Well a hundred people cannot 
go to central Oanada to make a collective purchase, and so 
they appoint an agent and say to him, “Here is $5,000. 

Will you send for these suits and deduct the expenses, what- 
ever they may amount to." 

MR. VAUGHAN: A group of individuals can do that up to 
a certain point, but the stage is paanheg where, in order 
to carry on on a big scale, they incorporate, and they are 
able in that wey to accomplish a good deal that they could 
not do individually. 

MR. FRANCIS: Perhaps I can be of some help to you on 
that point. There was filed with this Commission a brief 
prepared by a western economist. tt was filed on January 
Sl by a board of trade, and in it that very point was 
discussed. I ae to be fair, and so I may say that in the 


first place the argument made in the brief was for 
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the elimination of double taxation, so called; but a number 
of other points were dealt with. This brief was prepared 
by Professor Reid, and I should like to quote from page 1: 

"Taxes on corporation income have been justified on 
the following main grounds: 

(1) As a-charge by the state to reimburse itself for 
expenditures made necessary because of the existence of 
corporations. 

‘“Hconomic development in the western world during the 
last several hundred years has been characterized Dy a 
steady growth in the size of the unit of business organiza- 
tion. The extension of the area over which trade takes 
place, technological developments, and the nature and 
extent of the resources available for development, have all 
contributed to the increasing superiority of large-scale 
methods of production. Almost all industries, with the 
notable exception of farming, have been affected by this 
trend. This increase in the soale of production has been 
dependent upon the aggregation of large amounts of capital 
-~ in most cases much in excess of that which could be se- 
cured from any individual or small group. The concentra- 
tion of capital has been made possible by the evolution 
of forms of business enterprise having independent legal 
personality and limited liability. The corporation has 
been by far the most important of such forms but in recent 
years the co-operative association fas become increasingly 
important. 

"Mass. production by Large-scale business enterprises 
has made possible very much higher average standards of 
living, but such a system has not worked smoothly and with- 


out difficulties. ‘Severe unemployment has been encountered, 
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~8011- Mr. Francis 
consumers are in danger of being exploited, friction develops 
between employers and labour, Shareholders may be unjrstly 
treated, monopolists may exercise an undesirable degree of 
control over certain fields of production. These are examples 
of situations which have evoked action by the state and its 
assumption of responsibility for oversight ae working of 
the economic system has involved it in heavy governmental 
expenditure. As many of these conditions have been attri- 
buted to "big business" it has been held that the funds 
necessary for such expenditures should be secured by levies 
upon the earnings of corporations. 

"(2) As a payment for special privileges granted 

by the state. Corporate personality, independent of the 
individuals who ' have contributed the capital required 
and limitation of the owners't liability to the original 
investment are necessary if sufficient capital is to be 
brought together and the enterprise is to be efficiently 
conducted. These privileges must be granted by the. state. 
It is maintained, therefore, that as such privileges are 
essential to functioning of the enterprise, the state is 
quite justified in levying a tax on their incomes in 


return for the concession." 


On that basis, I say that none of these conditions 
arise in 4 Bo-operabive: These are conditions which, by 
experience, have been found to arise in private profit 
corporations; and it is because they have arisen that 
economists argue that it is fair that the state should 
have some recompense for the trouble of keeping them 
nailed down, I am not an economist and I can only use the 
material that is before the Commission; pyt surely that 


is the answer. My argument is that none of these factors; 
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are involved, and this business of incorporation has 
nothing to do with taxation. It igs entirely a differcus 
matter apart from this argument, and this -does uot’ 
apply to co-operatives. 

MR. VAUGHAN: Would you not have to take that a 
step further and see what causes depression in private 
corporations? Is it not due to Shortage in purchases? 
And what is the cause of a shortage in purchases? If 
buying. power fails aaa are not able to buy and conse- 
quently the companies that manufacture goods are not 
able to make them, and they are not in a position to main 
bain employment. 

MR. FRANCIS: I have laid, I hope, a foundation for 
dealing with that in the later pages of the submission, 
and I would like to have discussion of the point de- 
ferred. For the moment I am trying to establish the 
distinction between a co-operative and a company. 

MR. VAUGHAN: You say it does not happen in co- 
operatives and I say it does happen in co-operatives as 
in the others, 

MR: FRANCIS: That is a matter of opinion; I take 
it we differ. My submission is that the evidence does 
not show the same results following from these ereat 
aggregations of capital in a co-operative as in the case 
of any private company. Jl would like to see evidence 
that they do. 

MR» ARNASON: There was some discussion yesterday 
with respect to the use of the word "primarily". There 
has also been some discussion this morning as to what 
constitutes the main differences between a joint stock 
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compaly and a co-operative. When we were over in Great 
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Britain we secured some information from the Registrar who 
was in charge of the administration of the Industrial cna 
Provident Societies Act. He issued a-circular in which he 
outlined what in his opinion mighs possibly constitute a basis 
for differentiating between the two, for the purpose of con- 
sidering applications for registration. I am sorry I ¢annot 
quote verbally from that circular but, subject to that quali- 
fication, as nearly as I can recall, the distinction that he 
tried to establish was this: Where a society is organized 
primerily for distribution of its SuUrpLUS. 4a Proportion to 
share investment, it would not qualify as a co-operative; but 
where a society is organized primarily for distribution of 
its surplus in proportion to the use made of the society by 
its members, it would tend to qualify. I am trying to 
Summarize it from memory, but that was the substance of 
the basis outlined by the Registrar, and, as I recall, the word 
"primarily" was either used in that way or that was the intent 
to be taken from the statements made. I wonder whether you 
would care to comment on that difference one way or the other 
in view of the discussion that has taken place this, morning -- 
the use of the word “primarily”, for distribution of earnings 
in proportion to share investment, or “primarily” for distri- 
bution of surplus in proportion to the use made of the 
society. 

MR. FRANCIS: I do not think that sums up the real 
distinctions, but it is valuable as a method of identification. 
It is valuable to have that on the record. 

THE CHAIRMAN: The whole argument is this: you sub- 
ordinate profit, whereas the other company makes it the 
predominant issue. You cannot say you absolutely eliminate 


profit, but you subordinate it to your other ideas. 
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MR. FRANOIS: The co-operative tries to eliminate 
ProTit, but it is not always successful. 

MR. NADEAU: Would it be fair to put it this way: that 
the co-operatives tend to eliminate profits, but they also 
wish to keep these profits for themselves? Would that be the 
fair and sensible way of putting it? 

MR. FRANCIS: I do not want to get into a discussion of 
terms that do not mean anything, but I do think there is a 
lot to be said for the use of the word "savings", whether 
it be a consumers or a producers co-operative, because what 
people want to do is to make Savings; and, as I have tried 
to establish, in the case of the producer there is a 
saving, in expense in making the income. You have a saving 
on both sides. In the producer co-operative you save a pert 
of the expense that you ordinarily hare an production, so 
that I make that distinction. What you Strive for in ‘the 
comoperative is savings; whet you try to eliminate is profit 
off anyone else. But the world being what it is, you cannot 
always achieve that end. That, however, is the aim, and you 
attain it as nearly as you can in a practical world. 

I am through with the discussion of the distinctions, 
and I hope I have been able to convince you that there is a 
distinction. The differences were referred to by Professor 
McDougall as minor peculiarities, but there is another 
@conomist whom I wish to cite. In a book called “Consumers 
Co-Operation", Professor Gide quotes Marshall to this 
effect -- I have not read the book for Some years, but he 
Said something like this: a co-operavive has the striking 
characteristic of being at the same time highly idealistic 
and very practical. Then he uses anguage which is rather 
colourfule He asys it is at once Mary and Martha, Don 


Quixote and Sancho Panza; it starts out to reform but com= 
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mences by sweeping the pavement in front of its own door. 
That. is the opinion of another professor of standing. Then 
we have the opinion of Bakken and Schaars of Wisconsin, who 
pointout the great distinctions. I ask you to accept these 
opinions instead of the view that the co-operative has only 
minor peculiarities. The distinctions are fundamental, and 
if you so find, then all these arguments based on the premise 
that there is no essential difference between the two must 
go by the board. 

Incorporated and Linitea Liability. 

26. A great deal of importance has been attached to 
the fact that most co-operatives are incorporated. Section 
4(p) refers to associations with or withou share capital and 
Iv is quite “obvious that incorporation of co-operatives was 
contemplated. 

28(a). Incorporation certainly is advantageous, 
although some witnesses considered that it was unnecessary. 
One very large co-operative organization, carrying on exten- 
Sive business in the Maritimes gince 1930, has not yet become 
incorporated and Mr. MacKichan stated that they had not 
experienced any lerton oreeme eee of not being incorporated 
(MacKichan - XII = 4430). It wag brought to the attention 
of the Commission by Mr. Hull that in Denmark, where co- 
operatives are exceedingly strong and important, that there 
was no incorporation (Hull - VI - 1886). In many cases in-~ 
corporation is imperative. In Saskatchewan, as the evidence 
‘Shows, where more than 20 persons are engaged in business 
they must be incorporated. (McKay =~ IV ~- 1292). 

26(b) The main features of a corporate entity are 
perhaps continuity and limited liability. It is submitted 


that the evidence has established the vellue of co-operatives 
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and therefore the importance of giving then continuity through 
the corporate device is important in the public interest. 
The weight of evidence seemed to be in favour of the incor- 
poration of co-operatives, but for a reason entirely different 
from that which would apply in an ordinary joint stock con- 
panye The evidence is that co-operatives are incorporated 
so that they will measure up to a standard and so that there 
Will be uniformity. The provisions of the Act, Memorandum and 
By-laws, serve as a guide for operational purposes. (Bickerton 
a VOLO Dn: the opinion dh Destor Croteau, one of the 
main benefits of a Oo-operative Act is that it holds the 
members to co-operative princrplese ~ The legislation under 
which co-operatives are established also provides, in most 
cases, for supervision and guidance and “these are advantages 
which co-operatives obtain by obtaining charters. Great stress 
has been laid on the importance of limited liability. Some 
witnesses have particularly stated that they consider this 
an important feature. (McKay - IV - LOL) “(Oretest = ot le 4087). 
Others have taken the position that it was of no importance 
(Wilson = IV - 1426). A lawyer must admit that it is of 
importance. 

26('e)! It-is fair té-conelude Prom tne evidence that 
the importance.of limited liability is not so great in the 
case of a co-operative as other types of COrPpoOratrons., “Lt ie 
regarded as essential in a co-operative that business should 
be done on a cash basis. Where this rule is adhered to the 
risk on the part of the co-operative is not nearly as ereat. 
Furthermore, the limited powers which most “cosekeratives have 
prevent them incurring serious liabilities. 


That is open to some exceptions but it is the general rule. 


I discussed that yesterday. 
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Note particularly the very linited powers in the Acts 
of Saskatchewan, Alberta and Prince Edward Island with regard 
to eredit business. Furthermore, a perusal of the financial 
statements of co-operatives, filed for the Commission, will 
show that the liabilities outstanding are not owing in any 
large measure to persons outside the association. 

THE CHATRMAN: Does a farmer never ask, when he is 
invited to join an association, whether his whole property 
is at stake? 

MR. FRANCIS: I think he would. 

THE CHAIRMAN: It must be very important to the prospect- 
ive member to realize that his entire estate is not involved 
in the venture? 

MR.» FRANCIS: I adwit that it is important, but when 
you look at the co-operatives and Study the way in which 
they operate I think you will agree that the question is not 
as important as it is in the case of profit business. In 
Volume 4, page 1118, you will find a tabulation of 164 
associations in Saskatchewan in 1938, only 20 per cent of 
the liabilities of which were owing to persons outside the 
association, and in 1942 it was down to 14 per cent. Those 
are consumer co-operatives. In oreo co-operatives that 
is much higher. You will find it around 50 per cent. That 
will be found on page 5 of the bulletin of the Economics 
Division of the Department of Agriculture. 

MR. VAUGHAN: In the light of the suneicnes of the wheat 
pools, the farmers have attached great importance to the lLin- 
ited liability feature. There was a great loss there, and 
without that limited liability feature they could have 
demanded payment as far as possible from the farmers. 


MR. FRANCIS: I have troubles enough of my own, Mr. 
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Vaughan, without undertaking to discuss the pools, and in anv 
case they are well represented, But I think I know the 
answer. 

MR: VAUGHAN: It comes into your argument, though. 

THE CHAIRMAN: When you suggest that the importance 
of limited liability becomes largely academic, would you 
advise a farmer to join an organization in which there was no 
limkted liability? Woula you not tell him, in that event, 
that his whole farm was at stake if the venture went wrong? 

It is a very real and practical question and the unfortunate 
farmer is the very man who does not know it unless he ig told. 
An ordinary business man in Montreal or Toronto would know thet. 

MR. FRANCIS: I am thinking of a group of people ina 
neighbourhood forming a co-operative. They know one another 
and they know what they will do. They will have control of 
the capital. It is not like sending it to Montreal or Toronto 
for someone else to supervise, and they would not undertake it 
unless there was a desperate need in the community for 
these services. 

THE CHAIRMAN: Some of them must have learned some 
bitter lessons, then, when the organization failed; and if 
the governments of Saskatchewah, Alberta and Manitoba had not 
come to the rescue of the farmers when the depression came 
they would have been in very bad shape, would they not? 

I do not like that argument, Mr. Francis. Perhaps you have 
gathered that by this time, 

MR. FRANCIS: I have been go busy with the co-operatives 
that I really think I should stick to them in the matter of 
argument. I have every wish to answer Questions, but Pf 7 
undertook to discuss the pools I would find myself involved 
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It is safe to assert that when the corporate method 
is adopted by a co-operative, the limited liability feature 
is not regarded as being of any particular significance, and 
if co-operatives continue to be encouraged, and permitted to 
set up necessary reserves, the matter of limited Liability 
becomes largely academic. 

26(d) Co-operatives certainly do not desire to take 
advantage of the protection afforded by the limited liability 
feature, as much as the privilege of setting up safety mar- 
gins to insure against any possibility of a failure that 
would result in loss to third persons. They are not interest- 
ed in hedging on a profit venture, but in the continued 
utility of the organization. 

Where you have a neighbourhood group of people who 
join a co-operative, knowing one another, the matter of 
limited liability is not as important as it would be if there 
were a widely scattered membership, most of whom were not 
mutually acquainted. The neighbourhood tie, if I may use 
that expression, is of great importance, as in the case of 
the credit union. The loss record there is from 1/20 to 
a/ro of 1 per cent, and I.suggest that the limited liability 
feature there was not important because of the nace Hite ees 
feature -~ control, and so on. Notwithstanding all pre- 
cautions, however, there was a great depression and if you 
will 100K at the records in Dun and Bradstreet Vou Wiikly: find 
that there were other organizations that got into financial 
difficulties. 

MR. VAUGHAN: If we take your word for it that it is not 
important., would it be all right to eliminate the limited 
liability feature from the legislation? 

MR. FRANCIS: What I am trying to establish is that, 


because of the nature of the co-operative, it is not as 
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important as it is in the case of other companies. It is 
going a little too far to say that it is academic generally, 
but I suggest that it is acadenic in a neighbourhood Eroupe 
I have never heard the question asked. I do not know whether 
Oommissioner Arnason ever did. Did he ever hear the question 
asked as to limited iiebllity, in eny se the eroups with 
which he has been in contact? Where & co-operative is rese 
tricted to a neighbourhood or locality in which people are 
acquainted with one another, then the question becomes acadenic. 
That was what I had in mind. A study was made in Saskatchewan 
showing that out of 531 dissolutions, in 126 cases all share 
capital was lost, and in those cases there may have been some 
loss to outside parties; and in 405 xcases 70 cents on the 
dollar was retained. That statistical iten Supports the 
argument that in these local neighbourhood co-operatives 
limited liability is not really very important. 

A charter is a facility for use of members as much as 
any physical facility. It is Simply another instrument 
people use to achieve certain purposes. 

It has been suggested, through questions put to various 
witnesses, that because a co-operative received incorporation 
from the state that it should be required to pay income tax. 
(See - V - 1612). When a joint stock company is incorporated 
it pays a fee for that privilege. In some provinees the fee 
varies from $40 to $500 and even more. When a co-operative 
is tncorporated, in most provinces it also pays a fee, 
lower because of the benefits deemed to be derived fron co- 
operative activity. 

That is my submission. Some of these statements that TI 
make here may sound dogmatic, but this is an outline pre- 
pared for my own use and the statements are merely put for- 


ward as submissions. 
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The fee varies from $4.50 to $16.00. In the Province 
ef Nova Sdotia there is an exception and no fee is payable. 
but it is submitted that the fees are compensation for 
srant of the privilege and that the incorporation has_ 
nothing to do with whether or not the incorporated body 
makes an income or whether or not that income should be 
taxede In all but two or three cases in Canada incorpora- 
tion of a co-operative is granted by provincial legislatures 
and any recompense that should be paid for this purpose 
should be paid to the province and would have nothing to 
do with any obligations to the Dominione 

Professor Reid answered that in the Saskatoon Board 
of Trade brief. If further argument is needed on that, 
it will be found there complete. 

27. It has also been submitted hse there 1s. a 
definf{te distinction between a "true refund" involved in the 
performance of service for an individual customer on a cost 
basis, and refunds which result from the overall operation 
of a business involving many individual transactions. The 
answer is that a practical common sense method is adopted. 
If approximate equity can be achieved, then the members 
voluntarily agree to accept a flat rate of Pet und ou Goder, 
the nature of the business is such that there are substantial 
Spreads, the commodity dividend method is adopted, and 
equity thereby achieved. To do business at ag nearly east 
as possible Canadian Livestock Oo-operative paid differential 
dividends which varied from 1/3 of 1 per cent to 6 per cent. 
(McEwan =- XI = 4185). 

That was done in an attempt to distribute as accurately 
as possible on a patronage basis. 

Furthermore, where co-operative legislation is in 


conformity with co-operative principles, the directors are 
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joint stock company. This compulsory feature supports the 
contention that the directors are merely trustees for the 
purpose of uSing the members' funds for providing goods 
and services without profit. 

Claim that the Tax Position has 
caused Public Resentment: 

28. it has been contended repeatedly before the 
Commission that the alleged tax discrimination, in favour 
of co-operatives, has caused public resentment, unrest, 
friction and instability throughout Canada. (Cross = IV - 
1164). 

it must be admitted that there has been a great deal 
of resentment and misunderstanding with respect to the tax 
position of co-operatives. But. our submission is that this 
has been caused not because of the true situation as it 
exists, but because of the representations which have been 
made and widely publicized. If certain evidence placed 
before this Commission can be substantiated, resentment 
on the part of the public can be understood. 

28(a). Alleged Loss of Revenue. In a brief sub- 
mitted in Vancouver, it was stated that in 1943 co- 
operatives avoided payment of approximately $ 100,000,000 
im annual taxation. ~(Vol.s. 1 = 253 

When questioned by one of the Commissioners -- 

"That. Tigure, 1 take it, is not from Richards and Lalonde 
pi.tie. Merket Service”, Counss)l replied, 72 think so; 


tL was careful in obtaining those figures." 
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Very wide publicity was given through the press of 
Canada to the allegation. This information was not, of 
course, furnished by the Markets Service. The figure of 
$100,000,000 was referred to in a pamphlet published by 
the Income Baxpayers Association and widely circulated, al- 
though it was said to be a tax subsidy given to tax exempt 
business, Although it was not specifically restricted to 
co-operatbves, possibly this was the source of the inforna- 
tion used in the Vancouver brief. A large number of people 
got the impression that co-operatives had avoided the pay- 
ment of taxes to the extent of $100,000,000 in 1943. It 
was quoted in the Board of Trade brief, St. John, and admit- 
ted to be a wild guess (Nickel - XT - 4092). It was 
quoted in "Hardware and Metal" and in Retail Merchants brief 
(McQuarrie - IV - 1235). The loss due to exemptions given 
co-operatives was however, estimated at $17,500,000 in the 
Income Tax Payers Association brief (Vol. VI - 1800). 

When asked to describe the method of calculating this 
amount,the figures of total co-operative business furnished 
by the Economics Division of the Dominion Department of Agric- 
ulture 

/were used, the volume being apppoximetely $350,000,000. 
However, we suggest the basis of computation is quite 
erroneous because a net profit of 10% is used in the 
estimate. An analysis of the businesses in which co- 
Operatives were engaged shows that the margin is very much 
narrower and we are satisfied that an examination of the 
financial statements filed with the Commission will confirm 
this view. It is suggested a net earning of 3B per cent 
would be a liberal estimate on merchandising or marketing the 
staple commodities listed. On this basis $10,000,000 would 


be a fair estimate of the net surpluses arising from co- 
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operative business before allocation of patronage dividends 
for those businesses reporting to the Economics Division. 

l. Further analysis of statistics furnished by the 
Dominion Department of Agriculture indicates that the increase 
in reserves, surpluses and paid up share capital from 1941-42 
to 1942-43 is approximately 5,000,000. It is reasonable to 
assume that in the co-operatives under consideration most of 
The Daleance of the 910,000,000 of net Surplus, that is 
$5,000,000, was paid out to members in patronage dividends 
and therefore should not be sudject to income tax under any 
of the arguments before this Commission, except those taking 
a more extreme view. In addition, it should also be pointed 
out that evidence gives the information that much of the 
increase in paid up espital would be in the form of new 
capital rather than out of the 10,000,000 of net surplus. 
The evidence also indicates that a substantial proportion 
of the increased reserves may have been allocated and that 
many financial statements do not indicate the distribution 
or allocation of the current year's net surplus for balance 
sheet purposes. 

Those two features would tend to increase the possible 
incidental taxable income of co-operatives requiring con- 
Sideration for exemption from taxation as necessary reserves. 
A further item that would affect these statistics, is the 
fact that evidence shows that a number of co-operatives could 
not meet the requirements of clause 4(p) and did not pay in- 
come taxe Assuming, however, that the whole $5,000,000 in- 
crease represented by reserves, surplus and paid up capital 
was taxable, and the tax was wholly lost to the national 
treasury, which it should not be on Rotors which are alloca- 
ted or distributed, the total tax payable in accordance with 


the basis of 50% of net surplus used by the Income TaxPayers 
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~8025- Mr. Francis 
Association for the year 1942-43 would be $2,500,000 ana not 
17,500,000 or $100,000,000 as stated erroneouslys 

28(c) With reference to the $5,000,000 paid in 
patronage dividends the individual taxpayer will pey income 
taxes insofar as his income is increased, 

The evidence is that Farmer "A" received dividends 
of $3,097.70, increasing his personal income tax 109 per 
cent or 3278.16. Farmer "B" received dividends of 3496, 
increasing his income tax 191 per cent or VLlogvid.s. (Here 
- III - 1070). This was substantiated by other evidence 
given (Rankin - V - 1504) (Personal statements filed) 
(Cheyne - I - 448). 

2 donot think’ I eed take up time with tive. oF 
hope the Commission is satisfied that there was no wholesale 
conversion from private businesses to co+-operativese What 
did happen wes this. Until the people got some resources in 
their own hands they could not establish the facilities 
they wanted, and moreover, under the regulations of the 
Wartime Prices and Trade Board, it was not possible for a 
co-operative like Davidson, wishing to open up new 
services, to do Soe They could not proceed in the ordinary 
orthodox co-operative way, and the only thing to do was 
to take over the complete business as a going concern. 

And it is fair to point out that this took place on the 
prairies, which were opened up in the early part of the 
century when men came in and established businesses all 
over that country. TI have not the statistics, but observa- 
tion indicates that the average age of the pioneers is 
advanced. They are now old men, many of them being in 
poor health, and they want to sell out, so that it was 


really doing them a favour to have a good buyer standing by. 
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~8026= Mr. Francis 

Mr. Fitzpatrick and Mr. MacKay have told of their 
experiences and they assured us that, among the reasons given 
by these un for wishing to sell out, they never heard income 
tax mentioned. I say, therefore, that the public resentment 
that was caused by the attack hes done a tremendous emount of 
damage to the co-operative cause. Why did you have so nany 
briefs presented here? These charges were made and flashed 
across the country, creating alarm. Business nen were alarned 
and they called boards of trade together, convened meetings, 
and came here with brief after Oriel, a20G of them min corr on 
the mimeograph machine. But they were baSed on information 
that was not true. I do not say that in any, unkindly spirit, 
and the reason I stress the resentment is that it was made 
to appear that the opposition to the co-operatives was very 
much wore than it should have been, if the truth had been 
told. And now we are telling the truth. This is the first 
ocoasion I have had to deal with the matter since we left 
Vancouver, Jt was not until yesterday that our turn came. 

MR. AUGHAN: If that information was not correct perhaps 
you can give us ae right information. How many privately- 
owned businesses were taken over by the co-operatives last 
year? 

MR. FRANCIS: I have not that information. I have been 
busy with other things. But it was stated in italics: "Do 
you know for instance that according to the records of the 
Wartime Prices and Trade Board, in the first six months of 
1944, 171 retail stores in the province of Saskatchewan 
alone were converted fmom taxpaying ownership into non-= 
taxpaying co-operatives?" -. implying exemption not only 
from income tax but from all other taxes. I admit in my 


outline that there is resentment, but I am trying to 
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I am trying to show that the resentment is made to appear 
far greater than it would have been if the truth had been 
told. The truth was that, from the very best evidence 
available, in the whole year of 1944, there were 59. In 
Alberta there were 15: and in Manitoba there were a few. 
The truth regarding the $100,000,000 was $2,590,000. 

MR. VAUGHAN: What are the complete figures in regard to 
the taking over of private business? 

MR. FRANCIS: There were 23 taken over in the first six 
months under the auspices of the Federated Co-operatives, 
and there may have been a few independents, so it is 


probably 30. 


Adjournment at 12.30. 
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(page 8040 follows) 
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Pursuant to adjournment the Commission met at 
@ Dell, 

THE CHAIRMAN: Very well, Mr. Francis. 

MR. FRANOIS: My lord, to continue from where I left 
off at the adjournment, I deal now with the claim that 
private businesses were converted to co-operatives, 

Public resentment is also caused by the representation 
that private businesses were being turned into co-operatives 
at an alarming rate and that loss of revenue from income 
taxes resulted, It was widely publicized that because a 
business that had paid income taxes in 1942 was purchased 
and operated as a4 co-operative in }943 the government thereby 
lost these taxes, It was admitted later in the evidence 
that this claim could not be wholly substantiated for three 
reasons: 

Pia) the Loss ‘to some extent could be made up 

by increase of versonal income to the members 

of the co-uperatives (I - 448), 

(2) revenues would be derived from the taxing 

of investment income in the hands of the 

Poise of the business (I - 448), 

(3) ain the case of the conversion of businesses 
operated by individuals it was clearly brought 

out in evidence that there may be an increase 

after a co-operative had purchased private 

profit business (Bagnall - V ~ 1512)," 

In the province of Alberta the evidence was that in 
the previous year only 15 private stores had been acquired 
by co-operators, (Fitzpatrick = IT - 494), 


Although cross-examined at length this witness, a 
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government officer, established the fact that conversions 
were not being made with a view to evasion. of tax, They were 
made because of the desire of the private merchants to retire 
from business because of age, health, or lack of help, 

In Saskatchewan it Was established thet more than 
eighty per cent of the new stores starting to operate on a 
eC-operative basis have resulted from cCO-Operative bulk 
trading associations expanding their services, (Turner - 

UN AL Ss) y 

Other reasons included Sympathy for the co-operative 
way of doing business, exacting requirements of doing business, 
clearing up estates, age, overwork and desire to move to a 
centre where there are educational advantages, The evidence 
was that income tax had hever been mentioned, (McKay - IV- 1386 
age 

The claim had been repeatedly made that in Saskatchewan 
171 stores had, during the first six months of 1944, been 
converted from tax Paying establishments to non-tax paying 
CO-operatives, In the pamphlets distributed by the Income 
Tax Payers Association this was in italics ang was put in 
the form of a question: 

"Do you know for instance that according to 

records of the Wartime Prices and Trade Board 

in the first six months Of 1944 171 retail 

stores in the province of Saskatchewan alone 

were converted from tax baying ownership into 

non-taxead co-operatives?i (Leader Post and 

Cther publications - Mrs, Neal - IV - 1264), 

It is submitted that this was very alarming toa 


great number of people who were not awere that this was not 
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true and who assumed that it referred to all taxes, as iv 

was not made clear thet income taxes alone were involved, 

The truth was that during the whole of 1944 the number of 

stores converted numbered o9 and that during the first six 

months numbered 23 (McKay - Iv - 1371). The further charge 

was made repeatedly that the co-operatives could and did 

purchase these new stores €@nd extend their facilities because 

they were able to do so from reserves built up because of the 

tax exemption. The evidence in Alberta on this point was 

that the amount of capital was ascertained and a campeisn was 

put on and money raised by selling shares, (Love - TIT - 1084) 
Acquiring of private businesses by co-operatives: 

Possibly no one in Canada has a better knowledge of this 

matter than the witness McKay and his evidence was very con- 

vincing on the point, The evidence is that due to the regu- 

lations of the Wartime Prices and Trade Board it has not 

been possible for some years for a co-operative to open new 

branches and follow the recognized policy of gradual, orderly 

expansions, In lieu of the normal policy it has been necessary 

for co-operatives to acquire a business as a4 going concern 

and this accounts for the number of transfers of such busines:- 

es. (McKay - IV - 1376). The transfers were not, of course, 

nearly as great as reported. The claim thet 171 businesses 

had changed hands from private to co-operative Ownership, in the 

first six months of 1944, was not, of course, correct, the truth 

being that twenty-three had changed hands as shown by the evi- 

dence of McKay (IV - 1371). This information, however, was 

distributed throughout Canada as edmitted by a number of 

witnesses, and this accounts for the excuse put forward 

by many witnesses that they were fearful because of the 


rapid change from private to co-operative control. It is a 
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fair conclusion from the evidence of McKay and Fitzpatric!: 
that merchants, due to age, shortage of help, ill health, 
interest in co-operative development and the Winding up of 
estates welcomed the Opportunity to dispose of their busi- 
nesses at a reesonable price to their fellow citizens. 
(McKay - IV - 1386 et seqe) (Fitzpatrick - II = 495 et seq.) 
There was also a great deal of misleading evidence indi- 
cating that all expansion took place from reserves, It 
Should be pointed out that much of this expansion was made 
possible by the subscription of new capital, Assets were 
acquired from the sale of shares (Inkster - VIT - 2492). 
Federated co-operatives alone secured $120,000 through 
bond issues for expansion purposes (McKay - IV - 1389), 
Although the claim has been made repeatedly that every time 
a private business is converted to «4 co-operative that 
revenue is lost to the national sovernment, It is submitted 
that this claim has not been substantiated, and the fact 
that evidence has not been called is some indication that the 
evidence is not available; in fact, the only evidence 
adduced before the Commission on this point was by the witness 
Bagnall who showed that even in the propperous years of 
1942 and 1943 he operated in one year at a loss and 
in the other at a profit only yielding about $100 in income 
tax -= while in 1944, as manager of a cooperative, his 
income tax was higher than it had been for many years, 
The onus is on those who claim that there has been a loss 
and that AEE not been fulfilled, 

One witness who gave evidence before the Commission 
reported thet he could not see that private business 


hed been hurt in any respect by the development of 
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co-operatives (Bickerton - y - 1594). With regard to 
@xpansion, there is evidence to show that the development 
was more rapid in some districts before the war than during 
the war (MacDonald - XTI - 4476). 

The Halifax Board of Trade alleged that co-operatives 
had resulted in less stores and less business but this was 
not supported by any testimony. The normal development of a 
co-operative is shown by illustrations such as Davidson, 
Baddeck and Morell. If there is any so-called abnormal 
development caused by wartime dislocation, it is submitted 
that such is purely temporary. 

In Saskatchesan the evidenee was that of approximately 
$328 ,000 paid for thirty-six stores purchased under the 
auspices of Federated Co-operatives Limited in 1944 all pie 
approximately $17,000 was raised by new capital and of this 
$17,000 a NOat inn Tepresented unpaid balances. (McKay - [Vv - 
1388). 

In Manitoba the evidence was that money used to buy 
new stores was invariably raised from new capital. 

(Chown - VI - 1920), 

It is therefore submitted that any public resentment 
there may have been was caused through misunderstanding or 
misinformation received by the public, 

if 1s further Submitted that the very best method of 
avoiding public resentment is to develop a system which will 
_Sive as many people as possible a stake in the Ownership of 
the distributive and productive plant of the nation, and the 
larger the interest is and the more widespread it is the less 
is the lieklihood that large numbers of people will be dis. 
contented, 


Now I come to the claim "that private companies will 


Risa tath 8 


qi : 
ba 


ici id ‘planed sien faa: ie oe 


on Aa 
ra a ae by at eee 


ky 1 eg end sues al  Laniypee am 


diners 


~ nie: chive i owe pat cid dente itd xe 


ne Taaton is baltansae ‘i “ rode +a 


a lic becca a) 7 Sete ngcath oabd-aah yh sane “¥e 


lew teat * fie etch 


1 ve Diaa TCT aera | See his i 7 . rat ocbaqaied elon pk? int om 


» 5 eae 


Bay i 2 aA? gaa | 4 : 
OO ne ie Me Ti ane fue ariel 2 be ws casio dewitnD | at” 
de etosu. xis etme, t, oto 000, 


ae?) “ea Fc Re ano ran) Ft St 
ay : Ch a rs 5 ah ar. Pines Srna, ed) 
ara) 6.4) fm DoS Pals eevee er bois umber ™ “wage 
PubcaG dice it aah MD d ipa ae = hike Age a2 
Oe i pain a Sh 3 i Kener. VA O00," ne <hr since J 
RR Re HIRI, IE: eee ge 
ws Woe . Calf £)S0 88 om andusttqeR nolieo% a 000’ x Po 
Ee Menino ; } ae 4 . SN ey xh) - 

on as arg = : ey! ca. ; .*< ie ek 
: : . A oe “(ORE iy 


’ ae Pa rey 


& en's ae . - wy, i t mae S | 
ea | ‘ az . : Wy * 4 s ny ' 4 a) 
Oy te i Repailiee i* 2 Booeiive ett wot Tin if at 7) 
. , a | ’ moot wae: 7 
# ' ad | <. 
rere) ' ml J 


ae eee Bae bet Vids reece i wotors wen 
ba F ag 7 - 2 


. 3 | 4 t0S8 “Wy ~ no) 
7 uri aa | 23-t Hess . ; ame hat tiasia a erko eit ‘et! ai,” ae 


ie 


4a } 


he i aA any . oo hityeoel . (Li Aw eae nee at ny iit ‘wan, aceitt i 


a iad om ; - * : ~ . sé 7 a hae cP 
Be | ot thew iid : Ov t sou cots anotateRa 
ie ho harterm dat tev, ee gade fh ¥ a fv Agra at 1% air 
a ‘2 kaa , es af 
Wy fia : riwe. & Goole vend oP jaardnane’y “obtdig put bRone| 


r = im: j ° 7) 


a : a 6 at Da ofa 2 ped , wit oe en ee i 
ters | F390 r > ee ing} Loo ORG saath ay Suis 388 4 sal , 


4 ak f wie Lie ‘A 8G eee ¥ saectata) ot 


‘4 : ms 
j j eg én 2 ! ia | , ; ee 

_ bo om itd i A +7 re - ican Jae aia. A B ids boot t item , 

; 7 ; : ; yt Hew 

7 ety a ; haze : 2% , 

1% : — ‘ 7 ; ' - 

} ‘ ; .. , 
® ’ a ‘ F t ‘£1, ; pis 


. itn wiimaqned erwekag | i.” atinte: ‘lt ee anne - 


* 4 


eye ee ae 


-8045- Mr. Francis 


be forced out of business", 

This suggestion has been repeated in hearly every pro- 
Vince in Canada, and in 4 very large number of briefs pre- 
sented by the other interests. The claim has not been sub- 
Stantiated by the evidence. It is true that there has been 
a very substantial increase in the volume of business done 
by eo-oOperatives, but thers has also been a substantial 
increase in the volume of ordinary profit business, 

I think I can deal very briefly with this Claim. I say 
Shortly that it has not been established, It has been 
made many vimes, but it has not been established, Tt ‘is 
not necessary to say much more about that, 

The statisties show thet for many years the trend has 
been to replace private individual vrofit business by chain 
stores under central corporate ownership and control or have 
local ‘stores financed by profit corporations in the capacity 
Of wholesales, The statistics on that are not very satis- 
factory, and do not Support that claim very fully, IT want 
to make that observation. TI have a question mark Opposite 
this, This igs my outline, you will understand, and I have 
a query opposite it. When fT went into the statistics I found 
that this Summary, I think, would be fair; that years AZO 
this trend was apparent, but that it has levelled off. 

I think that will be your information, from the authorities, 

To anyone who hag observed the distributive system 
Which has been used in many small towns and villages of 
western Canada, it is apparent that the system has tended 
towards inefficiency where there were too many stores, In an 
area which could be well served by one well-stocked, well- 


managed. general store, we find, and this is common krowlede, 
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that there are very often several private profit stores. 
which are not W6ll-stocked or attractive, and the owners 
of which too often do not make & satisfactory return on 
their invested capital, and their labour. The statistics 
Will show this, thet the average income of these small 
merchants is very low. I believe the statistics will bear 
out that Statement. Certain interests have appeared here 
Yepresenting those merchants. I should like to point out 
that the great body of the merchants represented by, say, 
Professor McDougall were individuals, taxed exactly the same 
aS cO-operators,and not Corporations at all, though the 
whole argument wag referred to as being in connection 

with corporations. If I am wrong in that I Should like 

to be checked, because thet is my understanding; that a 
large bercentage of the merchants are not incorporated, 

SO that the corporate argument does not LoLer to them. 
That is all I want to Say. 

MR. ELLIOTT: May I interject there that I presume 
you are speaking to the income tax Sections, and not to 
mane 1 and 2 of schedule 12 of the Excess Proftite Tax 
Act? 

MR. FRANCIS: Yes. Most of my references here ere GO 
the income tax, and of course TI have that in mind, 

Such a system is inefficient, because there is such 
&@ duplication of Management and facilities. But in 
Spite of this very high Overhead, the people of the 
community are not adequately Served, either in matter of 
price, quality of goods or Tange of selection. With 
Such a situation it is inevitable thet all this dupli- 
cation must tend to Sive way to a more efficient system, 


In some communities it has given way to the chain store, 
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and as in otherlarge efficiently run profit enterprises, 
this had certain advantages, and in certain respects there 
was a@an improvement, but as the people of the community 
consider the main purpose of the distributive facilities 

is to serve their needs, they consider a better alternative 
is to establish their own distributive facilities, which 
Should be related to their own needs, end under their own 
control, and thus could be operated without a profit to any~ 
One. While it is not admitted that profit businesses are 
being replaced by co-operatives, even if this were the case, 
it would likely be justified in the interests of progress, 

I deal now with the claim "thet there is a danger of 
co-operative monopolies", made by the Toronto Board of Trade, 
Canadian Wholesale Grocers Association, Retail Merchants 
Association, Saskatchewan, and others, 

This claim is deniea@ for the following reasons: 

It appears thatlaw does not regard co-operatives as 
monopolistic, 

Parliament in enacting restraint of trade sections 
of the Criminal Code feared the formation of trade 
combinations “which would destroy competiton and sreatly 
raise the price of the commodity to the consumer’? 

Chute, J. in Wampole & Company vs F.F. Karn Company (1906) 

11 O.R.R. 619, It is significant that section 498(a) 
specifically provides that the provisions of paragranvh (a) 
"shall ‘wot, however, prevent a co-operative society returning 
to producers or consumers, or a co-operative wholesale 
society returning to its constituent retail members, the 
whole or any part of the net Surplus made in its trading 
operations in proportion to purchases made from or sales 


to the society.” Parliament did not require any such safe- 
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Zuard or venalties with respect to co-operatives as thet 
deemed necessary in the case of ordinary profit business, 

During the war the control of orices hes been gener- 
ally considered, and, in particular, has been of benefit 
to persons earning moderate incomes, This has ‘been a 
check on prices, and the whole Question is whether we will 
continue government control, or go on with a substitute 
by way of Voluntary check by the co-operative method, 

That is my argument here, 

Co-operators have in normal times, in a number of 
instances where their membership represents a reasonably 
large portion of the community to be served, tended to 
influence prices and thus to Sive similar benefits to the 
whole community as well as their members without the 
necessity of special government regulation. Before the 
co-operative form of business developed in Canada, profit 
business had virtually a monopoly in many fields except where 
State regulations were exercised for purposes of control. 
The findings of the Price Spreads Commission indicated 
thet that situation was not entirely satisfactory and led 
to unfortunate results, Further development of co-operatives 
will tend to adjust some of the tendencies apparent when 
virtually the whole commercial business field was ocoupied 
by profit business. 

There is a tendency toward monopoly in profit business, 
In & co-operative such is not the CaASCe That sounds very 
dogmatic, but that is my note in the outline, and that is 
the statement I make to yOu. 

The factors which make a monopoly undesirable, such 


as secrecy and control of large volumes of producers! and 
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consumers! goods by small Sfoups, cannot be present 
in any co-operative as long as membership remains unlimited 
and open to all those who use the cO-operative. 

In so far ag Consumer co-operatives are concerned, 
Since they are open to all, and the basis of control is 
very wide, there can be no possible objection to a 
monopoly by customers, since they are the only persons 
directly concerned in the use of the services, 

Although there is no danger of a monopoly in so far 
as consumer cooperation is concerned, it his been sub- 
mitted on many occasions before the Commission that there 
is, however, danger of a producer monopolye There are a 
humber of reasons why this is not a probable result of 
extensive co-operative development in the producer Pisid. 
The evidence shows (O'Brien - 16 ~p5479) that many producers 
are desirous of Obtaining the full return for their 
comnodi ty immediately and are not prepared to wait for 
interim or final payments. Other producers are not 
willing to go to the trouble to produce goods that meet 
the high standerd Sequired by) the Co-operative, Others 
are very individualistic and prefer to merket their own 
products in their own Waye However, the most important 
Obstacle in the way of & producers! co-operative becoming 
monopolistic is the fact that at some Stage the producers 
must come into contact with the consumers, and in a well- 
balanced co-operative movement, such as the leaders in 
Canada are trying to develop, and where there is growing 
up a well-integrated consumer movement through which the 
consumers are represented, there is the best Suarantee 
that a producers! co-operative can never become «4 monopoly 


in the sense that it would be inimical to the public 
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interest, 

MR. ELLIOTT: I think that clears up the point I had in 
mind, Mr. Francis, particularly your qualification of the 
dogmatic statement made ra tate Oly tig BE previously. 

MR. FRANCIS: The point I should like to stress in this 
and in all other matters ig that I should BWike to argue 
the Canadian situetion, What happens in the United States 
is very Interesting and may be revelant; what happens in 
Great Britain is very relevant, but vin this country we are 
trying to take advantage of the experience of both countries, 
We are trying to get a balance; and the very fact that 
producers! and consumers! co-operatives meet in great national 
bodies -- though they do not always agree very easily -- 
the very fact that they are attempting to solve their 
problems face to face, is a very important matter, Here 
are the two people necessary in any economy, the conswuuci 
and labour, which is really what the farmer is, who are 
brought together and who talk about their common problems. 
SO with great respect my submission is that this is a 
Canadian problem we are talking about, not a British problem 
nor a Scandinavian problem nor an American probiem.' It is 
& Canadian problen, 

Co-operatives afford a device whereby people either 
as consumers or producers can exercise some control over the 
Supplying of their needs and some participation therein, 

AS the consumer co-operatives develop more end more members 
of producer co-operatives derive experience in supplying 
themselves as consumers and this brings to them an 
understanding of the limits to which a producers! co-~ 
operative can go and the degree of control which can be 
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evidence, that this is the experience in Saskatchewan, 

and, as further development takes place in other provinces 
the same result should follow, In short, co-operatives are 
@ device for reuniting the consumer and producer at the same 
time preserving the benefits of a large scale organization, 

The guarantee against any possibility of an undesir- 
able monopoly is the encouragement of further consumer 
co-operative development which ulways affords the following 
alternative -- the capacity to enter the PCL Of pron 
duction where any tendency to monopoly exists, whether 
Or not the field is actually entered, 

The kernel of monopoly has been said to be the 
removal of competition in order to control price, The 
dictionary meaning of monopoly -- "Exclusive control of the 
supply of any commodity or service in a given market, OG, 
popularly, such control &S enables one to raise the price 
above that fixed by free competition," 

The Wholesale Grocers Association Servicing virtually 
ali of the 137,000 retailers of Canada envisions the 
creation of a "multitude of monopolies each alone and 
Supreme in its own chosen field and territory.” 

It was contended that the trend in this direction igs 

already evident in the retail trade, After reference to 

the purchase of certain stores by co-operatives the pre- 
diction is made "The more extensive this absorption the more 
the remaining taxable Survivors will have to pay until this 
vicious sits? induces one by) One to fant leaving a perfect 
Monopoly in its wake." (Evang - VIII - 2750). 

The retail merchants and many others Opposing the claims 
of consumer co-opemtives levelled at them the monopoly scharve 
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it is well to consider the Positim before Co-operatives 
were established under the control of the People who needed 
them, One of the clearest Statements was given from his 
Own knowledge by one of the counsel who appeared for other 
than CO-Operative interests, Speaking of the history of form- 
ing of CO-Operatives he said, 

el ecan Safely say there was virtual monopoly 

On the part of the elevators, Farmers were 

at the merey of the elevator Companies," 

(Thomson - [vy - 1188); 
The evidence is that private coal mines would not sell coal 
to the CO-~Operative wholesale orsanization and it was necessary 
to go into the mining business in order to obtain Supplies, 
(McKay. - Iv — AO se: Misti Gs nea: from evidence siven 
in the maritimes that private fish dealers had a virtual 
monopoly (MacKichan reference to Royal Commission PepOrG is 
XII - 4395), 

It has been found by investigation that there are 
informal rice agreements with respect to such commodities 
&S8 oll, agricultural implements, Canned goods, Sugar, sloth 
and many hardware products ("Control of Competition in Canada”, 
Professor Lloyd G, Reynolds, Harvard 1940). This study 
indicates a tremendous concentration of Power in the hands of 
a very few. Before the Commission the Canadian Retail Feder- 
ation representing business in 1941 of nheerly three and a half 
billions complained the members were Seriously affected by the 
privileged treatment of CO-Operatives doing a business of less 
than twenty millions in the retail trade, 

Here I have drawn to your attention a work on "Control 
of Competition in Canada," which is a work on this whole 


matter of Canadian CO-Operatives, Professor Reynolds 
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is very well known. Then I should say that when I refer 

to the CO-Operatives as doing a business of less than | 
20,000,000 in the retail trade, that figure may vary a littic 
One way or the other, but there is that contrast between 

$5,500 ,000,000 on one hand and $20,000,000 on the other, 

So this idea of the Co-operatives taking over the country 
within the next few years is just so much nonsense, 

MR. V..UGHAN: Do you not think the complaint comes 
principally from localized business, rather than from business 
as a whole? If you took the localized busi ness you would 
find at some points perhaps a very large proportion of the 
business being done by the co-operatives, 

MR. FRANCIS: [I admitted that this morning. I admitted 
that up to fifty per cent, perhaps in one locality, might 
be co-operative, But if you look at the whole picture the 
percentage would be very small, I quite agree that in 
local communities, in a particular commodity, you may have 
& very large percentage of the business in co-operative hands. 

Mr. Bickle admitted that until co-operatives entered 
the field profit business had a monopoly but objected 
strenususly to Co-operatives being out in the same position 
(VII = 2306), 

Pre Lone an Vr 2226) representing indevendent garage 
and service operators Stated -- 

"The avowed purpose of the co-operative movement 

a os inception, was to combat the monopolistic 

tendencies of large vested interests," 

He admitted co-operatives were able to bring prices down 
by collective buying. (Innis - VI - 225) 
Now I take up the Claim "that co-operatives tend to 


destroy capitalism": 
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In the Independent Dairy Brief presented at Vancouver 
the following statement appears: 

"If the purpose of the State is not to stimulate 

competition, but to destroy Capitalism, then this 

tax condition is justifiea." (Farris - I = 238), 

we submit that competition is stimulated in co- 
operative endeavour, We have individuals and groups 
competing vigorously in the extent to which they can help 
themselves, We find that in Saskatchewan, in those 
towns I mentioned, 

They relieve and eliminate some of the wastes of 
tne profit system, and there ig always the spur to fill 
economic and social needs of individuals and groups. 

Communities (as the evidence Shows) compete to ful- 
fil their needs as rapidly and adequately ag they 
possibly can. True this is not competition for material 
profit from some other berson but it is competitim 
for mutual self-service, which ig CO-Operation. 

There is no intention to destroy capitalism, The 
intention is to Ze eo. it. Capitalism is implied in any 
System where there is a dominance of private capitalists, 
and a capitalist ig merely a possessor of funds to be used 
in production, That is, you have a number of little 
Capitalists in this movement. 

Co-operatives ecleerly fall within the definition 
of capitalism, -- that is, in the sense I have described -- 
and instead of tending to destrgy by 6liminating some of the 
objectionable features of profit caditalism they actually 
tend to perpetuate the dominance of »rivate capitalists 
who may or do include the groups mentioned SNOVE, 4m 6, 
primary producers, low income earners, and others who 
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profit makers. Even where there is a large measure of 
Socialism or state control, such as in the Scandinavian coun- 
tries, capitalism has been »reserved in co-operatives. 
It has not been destroyed; it has been preserved, and in the 
preservation of it you practice and stress the idea or thrirt 
in the individual, 

I next deal with the Claim "that Co-operatives receive 
a subsidy": 

"The exemption is 4 concealed subsidy with 
eli its evils. (Independent Dairies Brier 
Perris 7 = 254), 
ua =) Subsidy is paid the State is entitled 

to know how much is being paid, and to whom 

it goes," 
This claim has no substance, In the case Of a cooperative 
the primary producer receives his full return ea satel: b= 
prod uctive effort, Whereas, in the Case of the profit 
company, the primary producer "subsidizes" the profit make 
to the extent of the profit, and the state takes 2 Dart, OF 
the "subsidy" which the primary producer has paid or given 
aS profits It is not a case of the state "subsidizing" 
the primary producer, it is a case of the primary producers 
who do not wish to go to the trouble of helping themselves, 
actually "subsidizing® the DE ODA make, and when the total 
Subsidy is excessive, the state, in the interest of the 
national welfare, quite properly takes a share of that so- 
called subsidy to return it in services to the whole community. 

I use the word "Subsidy" there in 4 Special sense, 
anooDat 2b in quotation marks. That is what really happens. 
When you talk about Subsidies, it is exactly the opposite 
of what the private interests contend, speaking in a very 
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general sates, I am not using the word in the technical 
sense, but that igs really what takes place, I suggest. 

The claim wes also made that the Subsidy does not 
g0 to the farmer most needing its benefits, but to those 
who are well established (Farrig = gs 200) # fide, 6s wee 
futed by the evidence Siven across Canada. 

It should also be stated that co-operatives have 
always made it a practice of making their records and 
information concerning their business available to their 
members and also to the state at all times, 

I come now to the claim "that the development of 
co-operatives destroy initiative”: 

This claim has been put forward by profit interests 
including the Retail Merchants Associstion of Canada, 

Because co-operatives do not work for profit in the 
ordinary way by taking a little extra on the basis of 
investment does not mean that they do not encourage in- 
itiative for some other result which may be of more importance 
in the public interests; 

All I ask you to do here is to :lease reeall the Wit- 
nesses who came before thts Commission, and see if you regard 
them as men without ni Gistive, Think of a representative 
group of the men in control of this movement. Think of men 
like Phillips, Blake, McKay, Wilson, rohngon, Scott, McEwan, 
O'Brien; all these mene Do they give you the impression 
that they do not have any initiative © It may be of a 
different Rig out or suggest. to you that they have great 
initiative. T sug zest to you that perhaps the representatives 
of the private business think they have too much; but they 


do have initiative, Anyone who suggests thet dividends 
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received as a return on capital are the Only thing that will 
encourage initiative I believe should consider this fact; 
that the great majority of the people who run profit business 
are people who get Salaries, just as the great majority 

of the people in the CO-Operative business, the people who 
run it, get Salaries, and they do not get dividends. It 

is not profit in the sense that we are talking about at a RR 
it isvsalery. Look at nurses, school teachers, Civil servants, 
soldiers and so on, None of them Zev «Droeri tes Surely you 
would not suggest that they have not initiative, They have 
initiative of the finest calibre. I think that initiative 
argument is simply fallacious, 

The evidence yields many examples of where co-operatives 
have had the initiative to provide a service which profriG bus— 
iness did not or Would DOt supply higes Masset, Kandahar, 
Madawaska, 

It is submitted that the witnesses appearing on behalf 
of co-operatives from every province of Canada showed no 
Zack Of initietive ang these were men who were not in receipt 
of any profit in the ordinary investment sense. On the 
contrary they showed great initiative. Some of the repre- 
Sentetives of profit business Seemed to think they had too 
much, It is an error to assume that profit, in the ordinary 
sense, is the only or the chier incentive which gives 
people initiative to develop services, 

The following receive only salaries and do not receive 
@ profit. in the ordinary sense -- yet they have plenty of 
initiative. Nurses have initiative to alleviate the suffering 
of the sick and injured; bouciers have initiative to improve 
the minds of the young; soldiers have initiative to defeat 


the enemy; judges have initiative to achieve justice, 
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Co-operatives do not, as alleged, destroy initiative. 


They encoureze initiative. The witness Basnall had experience 


in profit business and co-operative business and he found the 


Latter more satisfying. (V- 1513). 


"Claim that co-operatives ask fevours and Special 


privileges and seek Sovernment aid"; 


"George J. holyoake, Historian of the Rochdale 
Pioneers, has Siven probably the clesrest OF ab) 
eeTini tions of cO-oOperution. 'Co-operation Supplements 
the ordinary economy by organizing the distribution of 
wealth; it touches no man's fortunee It causes no 
disturbance in society. It gives no trouble to states- 
mene It enters into no secret assocletaon.s.. Lv 
contemplates no violence. it subverts no order, Tt 
envies no dignity. It asks no favours. It keeps no 
terms with idle. It will break no faith with the 
industries. It asks no Special privileges, It seeks no 
Sovernment aid. It fears no competition, in trade or ony 
branch of production. It abhors monopoly and will Licht 
it to the bitter end. It seeks healty competition, 
knowing that this is the soul or all true progress, It 
means self-help, self-dependence, and such share 
of the common competence as labour Shell ecarng. Or hen 
it can win, and this it intends to have.t "Co-operatives 
are asking favours, Co-opeutibes are asking special 
privilege, Co-operatives are secking government aid, 
some co-operatives are becoming monopolistic in tendency,.* 
i(MeQuarris — TV) «1989 on behalf of the Retail Mere fiants 


Association of Canada Inc. Gask. Branch) « 


AS contrasted with profit business seeking tariffs and 
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preferences, Co-operatives do not ask Tavours and specic} 
privileges. They claim the right to do business without 
making a profit, and governments which represent all the 
people, realizing the benefit to the Seneral welfare, give 
certain supervision and guidance, just as they give assistance 
in other forms of enterprise, agricultural production, rem: 
search for the benefit of indus try, educational grants, and 
many other Senerally accepted sovernment services to trade 
and commerce. 

To seek government aiduois not<the polisy. of cO-operatives, 
That is clear from the 6vidence. From time to time governments 
of many political complexions have considered it in the public 
interest to make loans or guerantees to co-operatives to 
assist them in Onan ga ne. 

The grants which have been given to co-operatives by 
governments have been very Lie Ged.. considering the amount 
of co-operative business which has been done, and the benefits 
which have flowed therefrom that may be apart from Quebec. 
Possibly Saskatchewan has had more advanced co-operative 
development than any other province in Canada, and possibly 
the benefits have been greater than in any other provinces, 
but over a period of forty years the government of Saskatchewen 
has only granted to co-operatives of all kinds amounts Slight- 
ly in excess of $100,000. (Iv - 1110). J am talking about 
grants there; that igs in the evidence. 

A number of briefs have referred to the assistance 
Given to Canadian Co-operative Implements Limited by the 
governments of Alberta, Saskatchewan and Manitobas you will 
remember that a quarter of 4 million dollars was advanced 
by way fie Oars. It should be borne in mina that the govern- 


ment of Canada and the governments of the three prairie 
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provinces have, for many years, been concerned about the 
high cost of farm implements, and especially the exorbitant 
costs of distribution. A perliamentary committee 
recommended that the profit companies reduce these costs, and 
if this were not done, that the co-operative distribution of 
amplements should be undertaken, That is what was done; 
and by the way, speaking of the governments, you have a 
government of one political complexion in Manitoba, a govern- 
ment of another political complexion in Saskatchewan, and 
a government of still another political complexion in Alberta, 
yet the three otf them come to-gether and lend to the CeCoLale 
a quarter of a million dollars, and are prepared to lend 
them another three-quarters of « million dollars under certain 
conditions. SO to suggest that there igs any political 
tie-up in this thing is just COULTELrYyY WhO “Ue faces 

In Saskatchewan a special committee of the legislature 
also dealt with the problem, and the report approved of the 
co-operative distribution of implements, and the granting of 
loans to the co-operative to agsist in solving a problem which 
was of great concern to the farmers of western Canada. It 
was not so much that the co-operatives were asking for govern- 
ment assistance, but it was rather that the people of western 
Canada sought the assistance of government leaders in solving 
a problem of vital importance to all the farmers of the weste 
Furthermore, it should be norne i0 mind that the advances 
mace, or contemplated, have neen, or will be, by way of loan, 
fully secured by the assets of the co-operatives, and bearing 
a fair rate of interest, If I remenber the contract correctly, 
the rate ts four and a half per cent. 

it is opposed to general co-operative policy to seek 


Special soverament ass: stenase. The co-operatives, as a 
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matter of principle, wish to stand on their own feet. Further 
evidence of this feature comes from the province of New 
Brunswick. A problem of marketing arose, which required a 
solution; Though the joint efforts of the government and 

the co-operatives a solution was found, and the government 

as its contribution to the solution did make certain grants, 
but it is significant that at the earliest possible moment 

the co-operatives, of their own volition, asked that the 

grant be ciscontinued, as they neither required nor desired 
any further governmental assistance. (McEwen —- XI ~ 4100). 

In that case the co-operative took over the marketing work 
which had been started and financed by the Dominion Department 
of Agriculture (XI - 4103). 

Criticism has been levelled at the province of Alberta 
for guaranteeing the loans of co-operatives under the 
Co-operative Society Guarantee Act, but again it should 
be pointed out these are guarantees and not grants and are 
advanced in the public interest. The ract that governments 
do, by way of loans, and to some extent by way of grants, 
give assistance to coO-Operatives, is surely not an argument 
against co-operatives. It is an argument in their favour 
because it shows that governments representing all the people, 
see the advantages that flow from co-operative activity. 

Membership: One essential feature of a4 co-operative 
is that the individual member is and must remain sovereign 
(McEwen - XI - 4126) -- every uember has a stake in the 
enterprise. Every co-operative must relate back to the 
individual as a producer or a consumer, He must be the original 
member (Turner - IV ~ 1097). Because of lack of uniformity 
in the law and practice relating to co-operatives the proper 


method of bscoming a member has not been too well established, 
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One experienced witness considered that there should be a 
written application in all cases (Savage - VII - 2425) put 
legislation, for example in Saskatchewan and New Brunswick, 
provides for patrons with a certain volume of business 
automatically becoming members with the approval of the 

board of directors, These provisions were made before any 
question of income tax arose and thus recognize use as the 
real “basis for membership. The onus is on those who claim 

this basis is unsound to advance good reasons why it should 

be changed. A e@reat deal has been said before the Commission 
about the rights of “MITOr rt Les a 2 co-operative but no member 
of a minority has come forward and made any complaint. 
Witnesses have stated that they heave never heard any 
objections from. any minority member at any time and 

$hat ifs minority member is in need of withdrawing his 
deferred dividends and Shows good cause hig reguest is acceded 
tOce Mr. MeKay with all his experience swore that there had 
never been a complaint about money being held back and he 

gave examples of where in emergencies members found that 
dividends deferred on their behalf were available when most 
needed (McKay - IV - 1310). In COribiervgines the majority 
control which operates in a co-operative it appears that the 
critics entirely overlooked the fact that majority control 
applies in a democracy over matters of life and death while 
the control extends only to financial matters in the case 

of a co-operative. The critics have also had much to say about 
the delegate system of voting. This is one of the well-known 
principles of the co-operatives -- that there shall be no 
proxy voting. There ig obviously a very important distinction 


between the system of proxy voting, which is followed in any 
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profit companies, and the system of delegate voting which 
has evolved in the development of co-operatives. An attempt 
has been made to show thet all co-operatives are not true 
cO-operatives where there is delegate voting but this is the 
exact manner in which the Rochdale co-operatives have 
expanded into the wholesale and manufacturing field, and 
some of the larger Canadian co-operatives have followed thet 
pattern (McKay - IV - 1584). The delegate voting is the 
most practical method of democratic control that can 
be devised. The delegate is democratically elected to re- 
present a group of members in a Similar manner to the case 
of a member of the Legislature or municipal council who is 
elected to represent voters who can only carry on the 
business of the Sovernment through elected representatives, 
The delegate feature of voting is linked very closely to the 
principle of unlimited membership to which great importance 
has been attached by many witnesses including Croteau (XI - 
4048), 

Non-member business: Many witnesses representing 
large and important Co-operatives have admitted that where 
& co-operative does business with non-members that non- 
member business should be taxed (McKay - IV - beg) Rankin. = 
V - 1484) (McEwen - XT ~ 4172) (McIntyre ~ XII - 4347), 

It is proper to call the attention of the Commission 
to reasons which heve been advanced in favour of allowing 
a certain percentage of any non-member business to be exempt, 
It has been pointed out in western Canada, also in Ontario 
and the maritimes, that due to wartime regulations co-oper- 
atives are compelled to sell goods to all persons whether 
members or not. This has been established by many witnesses 


including Savage (VII - 2413). It has also been pointed 
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out that the Cooperative is sometimes Une Olly <2) etic 
buting point in the community and thet it is 4a matter of 
necéssity that non-members should be sup lied with essential 
goods (VII - 2414). 

Mr. Wilson of the Davidson Co-opextive pointed out that 
there was some difficulty in keeping a record of trivial 
transactions of fifteen cents or less -- that incidental 
business done with non-members is often done at a loss 
and that it is not reasonable that members should be taxed 
On the business on which no profit was made with non-members, 
It is also pointed out that in 1944 the So-called trivial 
transactions with both members and non-members of the 
Davidson Co-operative numbered 100,000. 

I think I pointed out that behind the request Tor the 
exemption of non-member business certain evidence was 
produced before the Commission, and it might be better to 
deal with that at the time we discuss the recommendations, 
Just on that point Tf might say this, that you will observe 
that there are recommendations that are not uniform. 

From one province or from one group you will get one recon- 
mendation regarding a matter of this Kind. From another group, 
With different experience, you will get another recommendation. 
Those are the facts; that is the Situ:tion, but we have to 

take those recommendations, and my Proposal is simply to show 
the reasons behind the request that is made in those eases. 
Then with those facts in mind the Commission will be able 

to say what is the right thing to do, One recommendation 

may go too far in one direction; another may go too far 

in the other direction, but those are the facts, and we have 
tried to bring out the facts so the Commission may have a 


look at then, However, I shall be Slad to return to this 
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membership subject later, if you wish me to do so. 

Then there are other related matters: 

The following quotction from the late Josiah Stamp 
appears in Volume IV, paze 1163 of the evidence-- this 
was relied upon, you will remember, by a number of organiza- 
tions-- 

"If the state wishes for national reasons to 

benefit or assist certain LPades ie think in 

general the worst method is by discrimination 

or differentiation in taxation,* 

There is an opinion which on its face was regarded as very 
important as against the co-operative case, 

This is not a matter of assisting certain trades at all-- 
this is a matter of giving encouragement to people who are 
endeavouring to help themselves and to allow a technique 
which operates in a manner that is practical and equitable 
to operate to the best advantage in a variety of WaySe Co- 
Operatives are not for the purpose of benefiting any trade 
but are simply instruments in the hancs of people who need 
them in view of their circumstances. 

There has been a good deal said about profit rusinesses, 
if they saw fit, converting to co-operutives. Even if this 
were possible it has been indicated that most Owners Of prorit 
businesses do not wish to share responsibility or returns or 
the general administration of the business (Puckering - V - 
1642). Those engaged in profit business choose that method 
of operating and are willing, in so far as the evidence does, 
to carry on business and meet all the requirements of the 
law with regard to income taxes, 1G Hes bean alleged that 
co-operatives because of the advantages they have have been 


able to build up reserves and that the damage has already 
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been done (Puckering ~ V & 1648). This same witness admitted 
at page 1641 that Srain handling had been a profitable 
business. There was other evidence to show that the milling 
business had been profitable. It is a fair inference, and 

no doubt evidence whi¢h the Commission has. shows, that the 
millers and other private intcrests were able to and did build 
up substantial reserves before the co-operatives had become 
established. It is undoubtedly true that co-operatives have 
built up reserves but in the interests of the preservation 
of co-operatives as coumunity enterprises to serve 4 need 

in the public interest this is necessary and indicates wise 
management on the part of the CO-Operatives, 

There has been strong criticism on the sround of dis- 
crimination but there is no evidence to show that even 
if there has been discriminetion that profit business has 
Suffered as a result. 

The revolving fund method of financing has also been 
criticized and it must be admitted thet there is not unanimity 
of opinion regarding this method even among co-operatives 
leaders although the consensus of Opinion seems favourable, 
In reply to a question by the Chairman its advantages were 
Stated very clearly by Doctor Croteau -- 

"It is good in the sense thet it keeps the active 
members owners for one thing, and, in another sense 
that it provides capital in proportion to use," 

I think that is a very clear statement on behalf of those 
who favour it. It has also been contended that a co- 
operative, although subject to income tax, would still be 
able to operate. This is a pretty vital matter, The 
evidence shows that this will probably lead to the reduction 


of the margin between the cost of goods and the selling price, 
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in the case of consumers! co-operatives, and between the 
initial and total price in the case of producers’ co-oper- 
atives. By reducing these margins the financial position 
of the co-operative may be jeopardized due to a short-sighted 
view on the part of the members, Such reductions will be mede 
only if some action ig taken which is reszarded ag inequitable 
by persons engaged in co-opeiative enterprises where an 
Overcharge or an underpayment is not important as long as the 
Surplus is returned to the patrons in proportion to their use 
of its services, The narrowing of margins would eVentually 
lead to co-operative failures and it is submitted it is not 
in the public interest, in view of the evidence, thet any 
action should be taken that will tena to threaten the con- 
tinued existence of co-operatives, The evidence is that if 
prices were out the 2rowth of co-operatives would be affected 
adversely and the percentage of casualties would increase. 
(McEwen - XI - 4176). This woula disrupt business am crally 
leading to confusion and loss of revenueSe In the long run 
the members of the co-operative would suffer because there 
would not be the accumulation of credit to members which in a 
co-operative tends to stabilize their personal incomes, 

Of course there is the other voint that I should stress, 
and it is this: that if the co-operatives reduce their margins, 


then competing business would also reduce its margins to 


@O 
ct 
=a 
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follow suit, and profits would be decreased, At the san 
in reply to those who argue for taxation, the taxation would 
be decreased, but business would be disrupted. That is why 
some of the witnesses said that in a co-operétive they 
follow the standard market price -- that is, in a consumer 
cO-operiutive -- and in a producer co-operative they do in 


some cases and in others, as you will remember, they do note 
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I now come to the third part of my presentation, dealing 
with the terms of reference. This is a subject of very 
vital importance, and at the outset I edmit quite frankly 
that it is a very difficult subject. It is one to which 
I have given a good deal of thought, and I am not sure 
whether I can be of any assistance to the Commission, but 
Lewis try Go he, 

First I take up"the comparative position of competitors 
and what is in the public interest: It is worthy of note that 
in nearly every province in Canada the legislature has seen . ‘t 
fit to exempt cooperatives from the payment of income tax. 

The following are the references in the respective statutes 
granting this privilege: 

Province Income Tax Exemption Citation 
British Columbia (not covered by legislation) 


Alberta Almost identical with 4(p) Ret ss Oe ae 
48 sec, 4(m) 


Saskatchewan "The income of associations Rao 6 bo aOeres 
incorporated or registered 04 Section 4(f) 
under The Co-operative 
Associations Act or The 
Co-operative Marketing Assoc- R.S.S. 1940 G.« 
jations Act and not operat- 54 Sec. 4(f) 
ing for the profit of the 
association," 


Manitoba Almost identical with sec, R.S.M. 1940 c. 
4(p) 209 Sea. 4(p) 

Ontario Almost identical with 4(p) Roe Oselcoy Ge 
25 Seo. 4(p) 

Quebec Same as 4(p) Heo Oe bOAd wee 
86 

New Brunswiek (Not covered by legislation) 

Prince Hdward Almost identical with Statutes of 

Island 4(p) Page 

LISS CeO, 
sec. 4(p) 

Nova Scotia No provincial income tax 


co-operatives exempt 
Under Cans of Statuter’ of 
N.S.1939 dealing with corporation taxes, 
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You will see that it is pretty uniform all across Canada. 
Provincial legislatures of all political complexions, in close 
touch with the people, directing their attention to this 
matter of taxation and the securing of revenue -- what do 
they say? They say it is in the public interest and nothing 
could be more eloquent than that in Support of this argument. 
They say it is in the public interest to exempt them; and 
we have the evidence, because they have passed the statutes. 
I suggest that this should be a very convincing argument before 
this Commission, because it is not on political grounds or 
anything else; it is right across Canada that we have this 
Situation. The fact that the provinces are not collecting 
income tax at the moment is beside the point. It shows the 
intention; it shows government policy right across Canada, 
and that is the picture, 

This indicates very strongly that such exemption is con- 
sidered.ito be in the. public interest, It should also be 
noted that in nearly every province, notwithstanding that 
governments are of many political complexions, special 
provisions are contained in the statutes of the regulations 
for the purpose of encouraging co-operative development. 

This is a further indication that the encouragement of 
co-operatives is in the public interest, 

Take the three western provinces again. Go to Alverta, 
and what do you find? You will remember the evidence of 
Mr. Fitzpatrick. Go to Regina; go to Winnipeg and so eieer 
across the country, and you find what the governments are 
doing actively, governments of all political parties, 

In almost all provinces the rezistration fee for the 
incorporation of co-operatives is nominal compared with the 
fee for incorporation of profit companies. That is another 


encouragement, 
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in nearly all provinces, with the notable exception 
Or British Columbia, the government provides inspection 
and supervision services for co-operatives, According to 
the evidence it is especially sympathetic and helpful in 
Some provinces. It is only in recent years that this 
Service has been offered in the provime of Ontario, 1t 
is very extensive in Saskatchesan, Alberta, Quebec, Prince 
Edward Island, New Brunswick and Nove Scotia. 

In Alberta, the branch charged with this work actually 
helps to organize and gives Supervision. It should also 
be noted that financial assistance is given to co-operatives. 
by the government under the statutes, for instance, The 
co-operative Marketing Associations Guarantee Act and The 
Frozen Food Locker Act (Fitzpatrick- II - 482,) 

In Saskatchewan a separate department known as Cooper - 
ation and Co-operative Development was set up with the unan- 
imous approval of the Legislature at the last session, (Tur - 
ner - IV - 1106). All governments for forty years have given 
very great assisrance to the co-operatives. (Turner - IV 
1094 & 1120). Supervision of this kind is regarded as of 
very great benefit (Turner~ IV - 1122). Couwmunity halls 
incorporated under The Cooperative Associations Act are 
exempt from municipal taxation, 

In several provinces, including Saskatchewan, Man- 
itoba and Ontario, the use of the word "Co-operative", 
is protected by legislation, 

in certain provinces, including British Columbia and 
Nova Scotia, legislation is inadequate. It is worthy of 
note, however, that in Nova Scotia, Co-operative Housing 
Associations were given partial exemption from municipal 
taxation according to the evidence of Joseph Laben, 


On that point I would respectfully suggest that the 
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Commision give consideration to exempting co-operative housing 
associations, because I am not at all sure that section 4(y) 
is adequate, It is adequate to cover dominion financing, 
but not as) Rie al financing. thet TS (ONE DOIN ts 

Wi th rezard to the foregoing privileges which the state 
gives to co-operatives, it must be considered that cO-Oper- 
atives by their very neture are entitled to those privileges 
and advantages, It is fair to assume that the provinces, 
in.close touch with the people, and realizing the voluntary 
efforts exerted through co-operatives relieve them from certain 
compulsory requirements imposed on others who do not make that 
voluntary effort. Combined with this benefit Lbs Pe cig 
assume thet there is a lack of ability as evidenced by the fact 
that the people in cooperatives have banded themselves together 
in a venture of self-help. 

It has been contended repeatedly that profit business 
in Similar lines has suffered because of the competition 
of co-operatives. This claim has not been substentiatéd, 
several witnesses, representing profit interests, were unable 
to show that they had not made progress in recent years after 
providing for all income taxes, In complaining about co- 
Operative reserves, the fact was overlooked by Dror 1.6 
companies that in the past there had been ample opportunity 
for many of those appearing or represented by counsel to 
build up aequate reserves which are now available before heavy 
income taxes were imposed, 

Witness for the Independent Dairies in Saskatchewan 
admitted he did not know of any customers his company had 
lost to co-operatives (Carruthers - IV - 1168) and at page 
1170 he admitted to one of the Commissioners that notwith- 
Standing heavy taxes the ercamery had improved its position 


during the period 1939 to 1945, 
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In actual examples, shown red various briefs, profits 
remained satisfactory. The only merchant heard from failed 
to show loss aE Nehe oo operates. (Wyman - IV - h402). 

Not one case of hardship or loss through co-operative 
competition has been firmly established. There is always 
this fear, this alarm, that seems to have bothered people, 
a@g.to what was going to happen. But take the case of the 
fish companies. They ure very substantial. They are 
companies representing $20 ,000 ,000 in Capital. They put up 
a very strong case against the little Prince Rupert fishermen. 
They did not say one word about having suffered. Not one 
dollar was lost, as far as the evidence Showed, directly. 
The suggestion is that the evidence has not been convincing. 

On the contrary it is fair to suggest that the benefits 
of co-operative activity ina community heve been reflected 
in improved conditions for profit business, (MacDonald 
XII - 4470).Canadian Seed Trade Association claimed hardship 
On members, but in the only example given Canadian and 
export business in three years had grown from $1,000 to 
$50,000. That was the example given. 

A.record or index relative to earnines and sales of 
profit businesses will be available to the Commissim and 
we Suggest that there will be nothing to indicate profit 
business is in jeopardy or any serious situation as a 
result of the existence of co-operative enterprise. Oo- 
operatives are interested in necessities and handle a very 
Small percentage of the total Canadian business. 

The co-operative is not doing amy disservice to 
profit business or the public when it displaces that which 
is inefficient and does not bring a reesonable return and 


does not provide a good service. Profit business is not 
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On sound ground when it takes a contrery pesition as it 
did in the Wholesalers Brief. 

"Any economic or other trend of development 
which endangers the great mass of citizens 
comprising the Services Industries or any 
Substantial group, class or division of them 
in their capacity to earn their livelihood or 
remain in business holds little promise of anything 
but economic disruption and disaster," (Evans - 
Verano 76 7) 

This is another way of saying that no matter whether the 
Overhead of carrying on the business of the nation by a 
certain class is too high or not it must not be changed 
irrespective of what the condition of all the rest of the 
people may be, The problem becomes apparent when we turn 
to the evidence from Alberte, 

In the district of andrew, Alberta, before the co- 
Operative was established there were nearly twenty stores 
in operation but the service was not good as there were so 
many stores that the range of goods carried had to be 
Small. All cof these small stores were in business trying 
to make a few dollars, The people were not satisfied with 
the service and established the co-operative and since that 
time about five of the small stores have gone out of business 
(Rominiuk - III - 1054). 

One has only to observe conditions in many towns of 
western and other parts of Canada to see the unnecessary 
duplication of services -- several small Stores, several 
service stations, with an overhead out of all proportion 
to the number of people to be served. In Saskatchewan the 


evidence is that there are 10,097 stores, which would mean 
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about one store for every ninety persons, (MdQuarrie - IV - 
ies) That is the evidence; and the statistics will show 
that the people who Operate these businesses have amazingly 
low incomes, $1,000, $1,200, and so one Those are the 
operators of the private businesses. It is surprising. 

Statistics generally show the averase net income of 
independent retailers is very small and therefore a doubtiul 
source of revenue for income tax purposes. One merchant 
stated that in 1942 he had, after being in business for 
about twenty-six years, operated at a loss and in 1943 his 
income tax had been about $100.in 1944, after having sold to 
& cO-operative and being in receipt of a salary, his income 
tax was $180, and his evidence inetoates that he considered 
his position was preferable to what it had been as an 
individual merchant. (Bagnall - V - Nise eye 

I do not want to rely too much on one Witness, (buter 
Suggest that if this claim which is made coula have been 
substantiated, about this ereat turn-over and loss of revenue, 
where is the evidence? that iis whet). .ask. The. only 
evidence we have is this. I do not want to place too much 
reliance on this, but I say, where is the evidence? I ask 
you to take the sttatistios that show the incomes of these small 
merchants, the people who are in competition with the co- 
operatives, and I suggest you will find -- I do not know 
what you have found, but I suggest you will find. that the 
revenue from small retail merchants in the Saskatchewan 
towns, by way of income tax, is not very great, and probably 
would not be any more, at all events, than the income tax 
from the management of co-operatives in Similar circumstances. 
I say where is the evidence to the contrary, if T.am not 
correct? We got what evidence we could. Where is the 


evidence on the other side? 
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The overhead is obviously increased by advertising, 

It Should be borne in mind that co-operatives deal in 
hecessities, and, as has been point:d out by the witness 
Bagnall, advertising of the ordinary kind is not usually 
necessary in the case of a Co-operative. 

Other interests submit that the tax inequality seriously 
imperils our economic structure (Bickle - VII ~ 2299) ana 
that the great inerease in taxation makes the position all 
the more serious (Neodone lis Cu A ou Tae Bolo Ve the 
basis of this so-called threat is one for consideration, 
There is evidence to indicate that the real objestion and 
the real issue raised by those who oppose the co-operatives 
is not so imuch the tax privilege as the right to do business 
without making a profit. On behalf of the powerful Canadian 
Manufacturers! Association this statement was made during 
the examination -~ 

"If it can be shown to the SEvCASTaCuLon Or “the 

linister that prices have been reduced With a 

view to eliminating profit, it seems to me he 

ought to have authority to disallow vEeaeWer ad 

(Macdonell - VII - 2324). 

Under close examination he insisted that the Minister 

should be given discretion, This raises the issue clearly 
as to whether people who cannot afford to supply themselves 
through a profit system are to be denied the right to serve 
themselves through a non-profit or cost system, 

That is the issue which is being fought here. Your 
Lordship said this morning that there is a fight. There 

is a fight, and that is the issue, Lt2tsS not, taxation. 

I do not want to put it in that way. It is not wholly 


taxatim. There is more involved in it than that, 
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The real issue is : are the people of this country who are 
in necessitous circumstances to have the right to do business 
without making a profit? 

i CHeTIRMAN: There is no question about that, Mr. Francis, 
at least not in my mind. Anyone has a right to carry on any 
legitimate business in this country. 

MR. PARKLER: I do not think any brief has ever susgested 
anything to the contrary, 

THE CHATRMAN: I would be the last one to say that any 
form of business which is legal should not be carried on. 

MR. FRANCIS: My learned friend says he cannot recall any 
brief which suggested anything to the contrary. tI have just 
read from a brief which Suggested something to the cOntrary, 
and it is before my learned friend Tieht now, What could 
be clearer than that? We are talking about the CATT <0 
carry on business without making a profit; and that ts what 
i said, 

MR. PARKER: But that is not whet the brief said, 

THE CHAIRMAN: I do not know how long one would be able 
to carry on business without a PrOri th, Our bankruptcy courts 
have been full of these people. 

MR. FRANCIS: But the cooperatives have found a way 
of doing it, almost. 

MR. ELLIOTT: My understanding of that statement ig that 
the taxing authorities ought to have discretion to disallow 
certain expenditures as expenses in computing income taxy 
and not that the taxing authority should have discretion to dis- 
allow a particular form of activity. 

THE CHAIRMAN: Yes, I think that is it. 

MR. FRANCIS: I have examined thet fairly carefully, 


and I will be glad to examine it agains 
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"If it can be shown to the satisfaction of the 

Minister that prices have been reduced with a 

view to eliminating profit, it seems to me he 

ought to have authority to disallow that," 

f do not know what that means if it does not mean what I 
Say. 

THE CHAIRMAN: To disallow the deduction; yes. 

MR. FRANCIS: That is, disallow the thing that makes 
it non-profit. 

THE CHAIRMAN: The minister or his representative dis- 
allows a good many things that people would like to put in 
as deductions but which they do not get away with. | 

MR. FRANCIS: Professor McDougall was feced with the 
Same problem in his discussion, and he said it was very 
difficult when you come to try to curb this:desire to do 
a non-profit business. However, there is the evidence, 
and I thought I should e.11 it to your attention. I may 
have misread it, but that was my understanding. 

A similar point of view is indicated on behalf of a 
retail merchants' group. Note the following quotation from 
the brief: 

"It is submitted that the time is almost here 
where the tax burden will reach that magnitude 

in this country when exemptions will have to 

cease. When that event does come sbout and co- 

operatives are then taxed like other corporations 

or other individuals, and if in the past such co- 

Operatives found that certain tax esemptions were 

necessary for their continued existence, then 

when co-operatives are taxed uniformly as other 


concerns they will surely disappear when their 
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Special favours cease," (McQuarrie - IV - bere. 
Attention is drawn to a question by one of the Commissioners 
and the reply: 

"Q. Your point is that as you see it the 

problem emerges when these farm groups begin to 

engage in the purchasing of supplies, that is when 

they become trading conderns, is that your point? 

"A. Yes, no one took exception to them in those 

days when they were selling," (McQuarrie - 

IV - 1244), 

The following indicates the limitations that would be placed 
on a so-called true co-ovei ative: 

"The only true form of consumers mutual or co- 
operative endeavour is thet in which a group of 
individuals provide funds for the bulk purchase of 4 
Specified commodity in the proportions in which they 
propose to divide the commodity. The commodity is then 
purchased and distributed in such PLOVOV Ons .i ei 
funds have been provided in excess of requirements 
such surplus is divided among the contributors in 
the same proportions. In such a case the term 
"surplus" as applied to such excess funds is litting 
and the term ‘profits! would be inapprovpriate. Imm- 
ediately upon purchase each member of the group can 
readily identify his share of the commodity and ear- 
mark and control the destinsetion of his share of the 
surplus funds. When any departure is made from this 
Simple formula the operations of the group cease to 
be mutual or co-operative in the true and strict 


sense," .(Carson = VII - 2339). 
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And the following reply was given to the following question 
by a witness in Support of the same brief: 

"Q+- Is your argument based on the first sentence 

On page 15 that a consumers' co-operéitive when it ex- 

pands to a certain degree can no longer remain a co- 

operative, that the mere fact of expansion destroys 

the co-operative principle, is that the idea?" 

oe "Wer, Io think ate tetee.e (Hougham - VII-2370). 

And a further guestion was put to Mr. Carson at page 2371- 

"All I am asking was whether the transition 

to big business principles brought about a change??? 

"Mr. Carson-- "Yes, that is our argument, 

they have changed. They have changed 

from the true principle as we have tried to describe it.” 
Any reference to Rochdale principles and the intention of 
perliament , as expressed at the time of the enactment of 
4(p), shows that there wes no INVENtlOMm too limit eveos 
operative in the strict menner indicated by the foregoing 
passages. The Rochdale stores not only handled many commodities 
but developed into a very large business serving many millions 
of consumers. 

Surely on the basis of history, end common sense, any 
group of persons however large who provide capital for the 
purpose of providing themselves with goods and services at 
cost in the most practical way which can be devised is a 
true co-operative. In a sense there is no large cooperative, 
it is a case of a lot of people doing one or more things for 
themsélves without profit, 

What characterizes a co-operative as such is its 
function and purpose, 


It is only common sense for those who cannot afford 
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to pay a srofit or who do not wish to pay a profit to adant 
the Rochdale principles to meet human needs in the same 
manner th.t other British institutions have been adapted to 
meet Canacian needs. If any group wished to do business 
without making a profit it should be permitted to do so. 

It may in theory be possible to keep separate accounts fOr 
every separate item as suggested by Mr. Carson (VII -~ 2432) 
but it would not. be practicable and is not necessérily done 
by co-operatives following Rochdale orinciples. (Vit = 2435) 
Where the commodity overcharges or underpayments diifer 
widely as in a cooperative wholesale, commodity dividends 
are paid on a basis giving an approximation to exact equity 
On a practical basis in the matter of patronage dividends, 
There is evidence from Saskatchewan, Ontario and New Bruns- 
Wick) on this point. 

A great deal was said about certain departures from 
So-called true co-operative principles. In many such cases 
co-operatives were formed without much advice and without 
Suitable legislation such as later co-operative acts have 
provided. Examples are the Sussex Cheese foecuory, Then United 
Farmers Co-operative Company and the Canadian Wool GrOW6IrSe 
Step by step as it became possible. these organizations,which 
were intended to be co-operative, gradually acquired the 
co-operative form. When these co-operatives are examined 
after the event with 6 critical eye it is possible perhaps to 
detect flaws in their co-operative structure, 

Now I deal with "evidence of Seneral benefits in the 
public interest": It has been reported from Sweden and other 
countries, where there has been extensive co-operative develop- 
ment, that co-operatives have served as a yardstick for 


prices and therefore as a check on exorbitant prices. There 
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is some evidence that in Canada the same is true. Note the 
evidence from the Oxford County Co-opeative, (Nephew - 
VII - 2441). 

In the district of Timmins in northern Ontario the 
witness was satisfied, from an examination of the statis- 
tics of the Department of Labour in which prices at North 
Bay and Sudbury were compared, that the co-operative had an 
influence in keeping prices at a moderate level. (Haapanen - 
VII - 2556 ). The same witness pointed out that the co- 
operatives in his community of Timmins increased purchasing 
power among the people where it was badly needed. Since 
1930 the association has distributed #100,000. (Haapanen - 
Vil H198526)). 

According to the evidence the first benefit derived 
from a co-operative ia ben Cl Ol. sbi this decade «to many 
other benefits (McEwan - XI - 4147). A co-operative takes 
people off relief and puts them in a position where they can 
pay income tax. (Mrs. Simpson - I - 74), 

(;: There is a great deal of evidence showing the large 
amount of patronage dividends distributed in scores of 
districts throughout Canada to people badly in need of them. 
Although that may be regarded as only one of the important 
results, the others have been stressed by many witnesses, 
Even in certain districts where there was no legal obliga- 
tion to distribute dividends to anyone but Shareholders, in 
the interests of equity, distributions were made. ixamples 
are the Ontario Association in which dividends were distri- 
buted to all customers. (Charlton - VII - 2460), The most 
striking illustration is perhaps the Sussex Cheese Factorye 
There, for more than twenty years, distribution has been 
made on a co-operative basis without any obligation to do So. 


The surpluses distributed have amounted to $446,593.53 (Whalen- 
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XI - 4228). 

It is well known thet one of the Rochdale methods ig 
conducting business on a cash basis. Evidence before the 
Commission indicates that the co-operative has been instru- 
mental in introducing the cash method which has been 
advantageous to the community. (Stauffer - VII - 2469). 

The same is true at Baddeck (MacDonald ~- XII - 4464), 

The same benefit was experienced in Prince Edward TIs- 
land (Croteau - XII - 4049), 

The evidence is uniform that working together a community 
co-ope: ative develops a good community spirit and reises the 
standard of living in a community. Illustrations - Orange- 
Ville (Watson - V - 1445)+ (Kendahar.- Johason — Moab hy 

"When we first came here ag pioneers we had a 

little trouble among the different nationalities 

but in the last few years, Since we have organized 

and have been working together, we practically 

have no trouble. We dontt remember that there is 

any but one nationality, and in fact in our com 

munity we live together as one Fem yi gt 
A consumers! co-operative is regarded as being the only 
type of organization in ea community in direct touch with the 
consumer who is everybody. (Chown - VI - 1922-24), 

Co=opa@atives have been instrumental in making rural 
Ontario more attractive. In many parts of Ontario - Oxford 
County (Nephew - VII - 2438). (Charlton - VIT - 2460). 

In the opinion of Dr. Croteau, many people in Prince 
Edward Island were given new hope for the future through the 
achievements of their co-operatives (Ix - 4018). 


According to the witness O'Brien, as a result of mutual 
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confidence and experience of working together the people 
were in a position to plan for the future effectively, 
something that every government of every country has been 
advocating. This witness gave a number of concrete examples 
of what the people of the Morell district were definitely 
planning to do because of the confidence they had ¢ained in 
Sach other by struggling and working together for a number 
Ol Years, (O'Brien — xT . 4071). 

Another matter in the public interest is the fact that 
cO-Operatives have, in certain cases, taken a lead in bringing 
about better conditions for employees, According to the 
evidence of Haapanen the Timmins CO-Operatives took a lead 
in permitting shorter hours for employees and they still give 
longer holidays than the Majority, of tthe independent profit 
stores in the community. There are many illustrations showing 
how the co-operative has become the community centre, In one 
town, Lloydminster, eran ape eal has established a 
community meeting place on the mezzanine floor with a lounge 
and reading room. Pia conveniences are placed at the 
disposal of the general public. This is most unusual for a 
Small town store. (Davidson - Iv - 1405). 

In Prinee Edward Island a co-operative is resarded ag a 
group effort designed to build individual and community 
responsibility (Croteau ~ xT - 4002). By emphasizing the 
importance of cash business and bringing about Savings it has 
enabled psople to get out of debt. The People have been better 
able to pay tax because of the co-operatives. (O'Brien -' XT 
~ 4078). In the opinion of Dr. Croteau it has ziven the 
people greater confidence LARP WR RAVE RED Ga) (tutes 4018). 


Evidence from New Brunswick is very convincing on certain 
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points. In the French speaking district self-help and ae 
tection are said to be main motive for establishing ané 
Operating a co-operative (Soucey - XT - 4187). According 

to Mr . Soucey, the poorer class in the community found that 
they could enjoy life a little more by this method of self- 
help and he attributed better homes, larger acreage, in- 
creased herds and better crops, in certain areas in northern 
New Brunswick, to the co-operatives, (Soucey —! x] = 4193-4194), 
As an example he mentioned insurance protection, Prior to 
the establishment of the futual, the cost of insurance, where 
it could be obtained, was $30 to $40 per thousand for three 
years and after the mutual had come into operation the cost 
was reduced to less than $10 and full coverage was given, 

In other parts of the maritimes it was found that the 
development of co-operatives had relieved the government of 
contributions which it had been meking. For instance, the 
co-operative took over certain functions which had previously 
been performed by the government, and, in due course asked 
that grants made by the government to the co-oper: tives be 
discontinued. (McEwan - xT - 4149). The evidence established 
that co-operatives provided better media through which the 
government could carry on its work, 

In Nova Scotia thewitness McIntyre, who had wide 
experience for many years throughout the province CAG Tih a6 


his opinion that co-operatives serve low and middle income 


tribution of the national wealth UD Neate Ae EB) ge TE prevents 
people from becoming relief charges and therefore a burden 
On the government (XII - 4293). This was corroborated py the 


evidence of MacKichan who showed that from the establishmens 
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of co-opeiatives higher prices were paid for fish, the 
fishermen and goods were Supplied at lower prices (XII - 
4000). 

The evidence of Dr. Croteau as to debt was corroborated 
by Father Forest. Father Forest also speaking from nearly 
thirty years' experience among the fisher Folk of Larry's 
River swore that through working together with co-oper- 
atives the people had more confidence in themselves, there 
was better understanding in the district ana due to better 
revenues economic conditions had improved. Celt = 4436), 
Giving evidence LOcaraine the adjoining English Speaking 
district, the witness Sangster stated that the people 
of his district by working together had reached complete 
understanding. (KI - 4421), 

A more important feature perhaps was emphasized in the 
evidence of MacDonald, O'Brien and others. It was found that 
when people in a community discovered that with working 
to~gether in one venture what they could do to improve their 
lot they then undertook further ventures and step by step 
moved forward in an economic and social sense. (MacDonald - 
AIT - 4464), This is supported in other provinces by 
evidence of intelligent and trustworthy witnesses. See 
Nephew - VII - 2441, Ontario; Turner - IV - 1108-1114, 
Saskatchewan (quoting report of investigation into co- 
operatives); the Mayor of Rossland in British Columbia told 
the Commission of the good community spirit brought about 
by people working together and solving the problem through a 
co-operative. This was achieved through the transportation 
co-operative as well as other advantages, such as the 
introduction of safety measures and the very substantial 
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decrease in the cost of a required service. This evidence 
fully supports the general statement mede some forty years 
ago by the then Deputy Minister of Labour in giving evidence 
before a perliamentary committee (VI - Le62)% 
"Leading economists of to-day, both in England 

and the United States, men who have not at heart 

the interests of one class of society as against 

the other but who look impartially upon economic 

affairs are, I think, pretty well one in the favour 

with which they view the Co-operative movement as a 

movement exceptionally beneficial from the point of 

View of educating the mass of people, from the point 

of view of enabling the mass of people to improve 

their own conditions and from the point of view of 

the general betterment and welfare of the people 

Of tic country, 

THE CHAIRMAN: I would Ssubseribe to that wholeheartedly, 

MR. FRANCIS: That is a Summing up of the evidence, 
after forty years, 

MR. VAUGHAN: There ig Just one point I should like to 
raise. You have said that the cCO-Operatives have served 
aS 8 Vardstiok for prices, and therefore as 4 check on 
exorbitant prices. I think it has come out in the evidence, 
and you so stated to-day, that the prevailing prices are 
adopted, the prevailing prices being the prices of non 
cooperatives. I do not see how that is consistent with what 
you have said gust now, 

MR. FRANCIS: Well, take the evidence; take the case 
of the ling cod liver, The standard price wags sixty cents. 
The producers, through their own organization, were able 


to show that it was worth $3.85, That was a check on 
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the sixty cents, and established the fact that that price 
was wrong. 

MR. VAUGHAN: That is an AnStances DUT 1) think At 
came out, largely in connection with consumer co-operatbyes, 
that the prices adopted are the prices prevailing ‘or those 
whichiiare usual in the same locality, and in that case 
I do not see how cooperatives are the yardstick of prices 
and the check on exorbitant prices. I remember one witness 
in Toronto saying very definitely that he followdd-the 
prevailing prices, and I asked him how he followed them. 

He said well, he looked at the advertisements, and thev had 
people checking prices 4n the different stores, and that 
they adopted the same prices. I have forgotten what witness 
it was, but that will be in the evidence, 

MR. FRANCIS: The case that occurs to me is the 
cooperative refinery. When the refinery went into business 
in the southern part of Saskatchewan, the price of petroleum 
products was reduced all over the area by, 1 think, wo 
cents a gallon. That is another illustration from a 
consumer point of view, so I think the evidence is the best 
answer I can give. 

MR. VAUGHAN: Now the evidence, generally speaking, 
Shows that the prevailing prices are adopted. 

MR. FRANCIS: If they are reasonable. 

MR. VAUGHAN: There may be exceptions, such as those 
you speak of, 

MR. FRANCIS: The general Rochdale Principle is’ this, 
to follow prevailing prices if those prices are reasonable. 
If they are nct reasonable, then a lower price is set and 


that brings the other price down to what is reasonable, 
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That is the way it works, Does that answer the question? 

MR. VAUGHAN: I do not think it does. You said a 
while ago that prevailing prices are adopted, so that the 
general trade will not be disturbed, 

MR. FRANCIS: Yes, that is quite true. Prices gener- 
ally, I suppose, are reasonable, as a general rule. At 
least I hope they are. If the prices are reasonable, 
the practice has grown up, and the Rochdale plan has been, 
to follow those prices. 

Very well. The existence of the co-operative, I Suggest, 
tends to keep prices reasonable. But if in an area the 
people find that the prices are unreasonable, then they do 
not in practice or in theory follow that unreasonable price 
but set a new price, as they did in southern Saskatchewan, 
Then they controlled the price of their competitors, by 
bringing it down to that level. That is the way it worhs, 

MR. VAUGHAN: Do you think it is the co-operative price 
that fixes the general level, wor that 26) isi the competition 
between non-co-operatives? Is that not what really fixes 
the price, not the competition with the co-operatives but 
the competition between the non-co-operatives? 

MR. FRANCIS: I think Mr. Reynolds! book, to which 
I referred this morning, will throw a great deal of light 
on that subject. There may be price agreements, and so on; 
and his book is an investigation into the whole matter, 

You find agreements to keep up prices, The thine that 
really brings them down is when people themselves organize 
a service to find out what it costs them, and use that as 
a yardstick, and the others come down, 

MR. VAUGHAN:. When there are price agreements do they 


not apply to co-operatives the same as to other stores? 
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MR. FRANCIS: I am not quite sure I understand that 
Question, 

MR. VAUGHAN: You said there were price agreements 
between non-co-operatives, to keep up prices. When 
co-operatives buy under a price agreement, are they not 
obliged to keep to that contract as well? 

MR. FRANCIS: They may, on the face of it, but actually 
it does not matter, because with th.- way they operate they 
do business at cost because of distribution. 

That summing up, made forty years ago by the present 
Prime Minister, is as true to-day as it was at that time. 

I deal now with producer COmOperath Vests Lt) segmeitta 
be assumed by those unfamiliar with producer co-operatives 
that the only possible advantage derived by the members is 
an increase in the teturns which the producers receive 
for their products. The evidence is very revealing in showing 
to what extent producers! co-operatives operate in the public 
interest, not only in so far ag producers are concerned but 
in other resperts; for instance, in the improved quality 
of commodities brought about as a direct) result ofecoe 
Operative marketing, Apart from quality there is also 
considerable evidence to show that production is increased 
through the operation of marketing co-operatives and as a 
result the national wealth is greater, this means: more 
employment and more revenues directly and indirectly to the 
National Treasury. 

Orderly marketing is one of the advantages clearly 
established. iThis was of particular importance im the honey 
industry as it gave the producers some assurance that they 
would find a market, (Inkster -~ VII - 2486), 


In certain communities in Ontario the Co-operatives 
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made orderly marketing of poultry possible. (Hewitt - 
VII - 2494), 

It was important in the livestock industry where, 
by the establishment of co-operatives, farmers were no longer 
at the mercy of drovers and handling costs were lowered by 
one-third. There is the check on the prices. (McAllister- 
VI - 1937-1940) greater production was brought about (page 
1950). 

tn Manitoba, as in Ontario, poultry production was 
improved (McLean - VI - 1996). As in Ontario orderly market- 
ing of honey was made possible by co-operatives (Bri thwaite- 
ew. Wie= 1997-2002). The same result wes obtained in the 
cheese industry (Prefontaine - VI - 2235). 

In Prince Edward Island there was a vast improvement 
in the poultry industry due to the establishment of grades 
and standards in production. (Croteau -XI - 4006). Produc- 
tion was improved and increased through the co-operative 
vreamery at Morell (O'Brien - XI - 4069). Perhaps in New 
Brunswick the evidence was more striking than elsewhere, 

The livestock branch of farming was threatened when the co- 
operatives, in collaboration with the Dominion zovernment 
came into the picture. 

Co-operative marketing resulted in an increase in 
percentage of toi grades from 13 per cent to about 70 per 
cent. The story is much the same in lambs, livestock ami hogse 
As soon as the producers obtained a measure of control 
Over their marketing through their own co-operatives they 
discovered they had not been given fair value for their 
produce and a complete change was brought about, (McEwan 
- XI - 4110-4119). The results were even more startling 


among the fishermen. Prior to the establishment of 
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cO-Operatives, fishermen got twenty to twenty-five ren cent 
selects and afterwards Seventy-csizht to eighty per cent 
(Sangster - XIT - 1445 . 1446). In Cape Breton the improve- 
ment in the quality of stock and poultry and the quantity 
available for market was remarkable. (MacDonald - XII - 
4464), | 

LU 2S OT 7LSAl importance to primary producers that 
they should have accurate knowledge regarding the marketing 
of their own produce. This can be acquired and has been 
acquired through co-operative action; for instance, in 
Ontario the honey producers through their association were 
able to make money available for research work and this led 
to a method of pasteurization of honey without deterior- 
ation. That is in the interests of the consumers, 
The honey producers in other parts of Canada, for example, 
Manitoba and Saskatchewan benefited by this knowledge. | 
(inketer- Vid = g46a). Tt wae not until the Prince Rupert 
fishermen established their own processing facilities for 
processing livers that they discovered that the private trade 
paid about sixty cents a pound for livers actually worth 
Over $3,50. (Deane = XTTT - 5026). 

The evidence given on behalf of the British Columbia 
Seed Co-operative showed VoUy -cisar la the advantages 
obtained in a special industry of that kind under cosoper = 
ative control. (Blake ~ 1 - 26). Even Mr. Steele who 
appeared in opposition to the claims of the co-operative 
admitted that the British Columbia Co-operative is a g00d 
concern. (Steele - VII - 2580). The same is true in the 
honey industry where seasons, localities and gradés all have 
& bearing on the quality of the product and no Single 


producer sould guarantee a uniform quality. (Inkster - 2487}, 
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MR. VAUGHAN: Do you not think many of those things 
were abveloped by non-cooperatives and by government depart- 
ments? 

MR. FRANCIS: Yes; the government departments encouraged 
the co-operatives to do it. 

MR. VAUGHAN: But in reading this you would think that 
non=-coO-operatives were adopting the methods of co-operatives , 
and that the co-operatives were the leaders. Let us say they 
ere, in certain things. Are there not very many things 
in which the non=co-operatives have been leaders, and 
many things in which the government has given leadership 
also? 

MR. FRANCIS: Perhaps the best answer is in the legis- 
Peston, Ob 1 hooe Ft tsa proper answer. Take the Agri- 
cultural Products Co-operative Marketing Act, 1939, which 
is a dominion act. This is a statute of the government cr 
Canadé, and section 3 provides: 

"The Minister may, with the approval of the 

Governor in Council, by agreement with a co-operative 

association, processor or selling agency, undertake 

that if the average wholesale price of an agricultural 
product of any grade or quality produced during the 
year and delivered to a co-operative association, 
processor or selling agency under one only co-operatise 
plan, is less than the initial payment together with the 
actual processing, carrying and selling costs, which 

Shall not exceed the maximum to be fixed under the 

agreement i: the case of each grade of the agricultural 

product, there shall be paid to the co-operative 
assOclation, processor or selling agency the amount, 

if any, by which the initial payment together with 


such costs exceeds the average wholesale price aforesaid 
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computed on the amount of the agricultural product 

of such grade or quality so delivereds's | 5 
#Oil There is the government encouraging, by direct action, 
the co-operative marketing of products. There is the evidence 
of it, and I suggest that these voluntary cO-operatives, 
started on their own initiative and operated by themselves, 
are doing to a great extent what the government is Willing 
to finance. 

FuGws, in this way: the best people to improve the pro- 
duct are the people who produce it, And that is the point; 
and in the producer co-operative the people who control a Re 
the people who can make suggestions, who can carry on research 
and so on, are the producers themselves, not some distant 
merchant or some distant businessman, It is the people who 
Blo Tiehtaon ‘the ground, and that is my argument. 

MR. VAUGHAN: Are there not producers on the ground who 
are not co-operatives? 

MR. FRANCIS: I do not quite understand that. I am 
Speaking of primary producers. 

MR. VAUGHAN: You Say the people on the ground are the 
people to develop these things. What I asked is, are there 
not people onthe ground who are not co-operatives but who 
have the same knowledge and are able to do the same thing? 

MR. FRANCIS: You will remember that Professor Reid 
pointed out that every other group was organized except the 
farmers. You have the individual producers, it is quite 
true, but they are not able to bring about expensive processing 
plants; they are not able to take advantage of technological 
improvements, and so on, individually. So under the 
co-operative method the individual farmer is able to build 


a Slaughter house or a honey pasteurization plant, or something 
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of the kind, and he pools his resources and does it collective- 
ly. I submit it is in the public interest to encourae 
that. 

MR. VAUGHAN: Would you not say the line elevators, for 
example, were able to do that? 

MR. FRANCIS: I say that the primary producers, if they 
have control of these facilities themselves, can do it better 
than an outsider. That is what I say. 

MR. VAUGHAN: I understand that is your claim. 

MR. FRANCIS: That is my submission. 

MR. VAUGHAN: But I have an idea that some other people 
think differently, so we can let it SO at that. 

MR. FRANCIS: And in Support of my submission I point 
out that the government of Canada encourages that sort of 
thing, the government representing you and me and all the 
people of Canada, That is what I am trying to establish. 

MR. ELLIOTT: Is your point briefly this, that they 
can adjust their products to their markets better when 
they have their own representatives in their own markets 
and can control the product. right through from the begin- 
ning until it is sold in that market? 

MR. FRANCIS : That is one point, and I quite agree with 
that; but I think there is Something beyond that, if I may 
say so. You see, some of us have been brought up among 
these producers. One of them will think of some improvement 
he can make in his product; a better way of Billing, and 
SO on. He passes that on to his neighbour, and they exchanse 
ideas, 

Take this matter of the grades in New Brunswick. When 
they were able to pool their collective knowledge and do a 


little research, they were able to get from the low into the 
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high grades. That meant better returns to them, and it 
meant a better product on the tables of the consumers. 
That is the point. It is because they exchange Views; 
they discuss, and experiment and explore. That is my 
Submission. 

MR. ARNASON: Just in connection with the point 
mentioned by Professor Hlliott, if a group of producers or gan= 
ized a co-operative for the purpose of marketing a particular 
product and, due to poor quality the returns were inade- 
quate-- well, if they have organized for the purpose of 
marketing that product themselves, and the returns are still 
unsatisfactory, is not the tendency for them to realize 
that they can only blame themselves for that poor ,qusiity, 
and would that not tend to make them more Susceptible to 
advice, perhaps from government departments, as to how to 
improve their product, because in a case like that they 
could not blame anyone else for the poor return? I am 
just asking you that question. I am not expressing an 
Opinion. 

MR. FRANCIS: I think that is correct, and I think we 
have some confirmation of that from private industry. 

I should like to point this out also, my lord, that 
in the evidence given by Mr. Morrison on behalf of the 
First Ontario Packing Co-operative at Barrie, he pointed 
out that one of the leading packers in Canada, in their 
annual report to their shareholders, had mentioned the 
advantage of co-operative packing plants, for the reasons 
mentioned by Commissioner Arnason. We got that seventeenth 
annual ceport of Canada Packers Limited, and this is what 


it says at page 13: 
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"Every packer would Welcome the development 
of co-operative plants. Only one exists at the 
present time -- the First Co-operative Packers, 
at Barrie, Ontario. It is unfortunate that there 
is not at least one in each of the chief live- 
stock-producing provinces, Such plants would 
be sources of information regarding the facts 
of the industry which farmers would accept without 
question. The existence of a number of co-operative 
plants would lead to greater measure of understanding 
between producers and packers than has ever existed 
in the past. | 
"However, the establishment of co-operative 
plants would of necessity be a slow development. 
The reason lies in the highly competitive nature 
of the business, and the fact that the difference 
between profit and loss is a small fraction of a 
cent per pound. As farmers became aware of the 
risks of loss on the one hand, and of the very low 
margin of profit on the other, the desire to-launch 
co-operative plants would be less keen," 
Here is the point. Canada Packers say they are quite will- 
ing for co-operatives to find out, by experience and by 
experimentation, what is the situation, and that they would 
welcome the establishment of these plants because then 
the producers would have an understanding of the situation. 
I think that is one of the big points, that only then 
the producers get an understanding. The producers say 
these people are making huge profits, that the packing 
plants are taking more of their money than they should, 


and it all leads to resentment. When you start going into 
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the thing yourself you learn:a lot of things Vou did, not 
know the private industries had to put up with, and I think 
it would lead to g00d will and understanding in this country 
if we had more of that developed. We cannot learn in 

any other way. Some people make all kinds of loose state- 
ments about what private business and big business does, 

and the huge profits they make; but when they go into it 
themselves they learn the risks that have to be taken, 

they learn the tremendous responsibilities that have to be 
faced , and.so on. That is a good thing. 

MR. VAUGHAN: I think that is in accord with general 
opinion. I think MeLean and many others in big business 
think a co-operative is all right in the field, that it 
serves a good purpose. I do not think there is any objection 
on that point. 

MR. FRANCIS: 

In the maritimes it was found that one of the great 
advantages in producer co-operatives was the education of 
the producer himself, the incentive given him to produce 
& high quality product. (CGroteau - xT - 4009). 

There is, of course, a great deal of evidence retarding 
the increased returns, Some of these spreads were startling, 
as in fish. (Croteau = XI - 4064) (Sangster -— XII - 1445) 
Reem aien - AIT - 4000, 4008 and 4009) (Hewitt = VIT - 2494) 
(Clar:: - VII - 2500). Mr. Clark reported that $200,000 re- 
turned to the Haldiman district to co-operative enterprises 
had meant a very great deal to the people of the community, 
and he and other witnesses emphasized the fact that the 
operation of the co-operatives not only brought about greater 
returns to the people who were members of the co-operatives 


but by setting a standard they had resulted in better roturns 
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to those producers who were not members of the co~onercti-- 
but were producing in the community, 

Witnesses pointed out that in the production of manu- 
factured goods it was possible, through the aggregation of 
wealth and having accessible trained persons, to take advan- 
tage of better methods, but that individual producers with 
regard to the products which they produced could only do this 
through the combined action and that the co-operatives had 
afforded the best method of doing this which so farles been 
devised, Higher returns were reported by many other witnecses 

(Braithwaite - 6209), It was clear from the evidence that 
many primary producers regard their co-operatives as Simply 
extensions to the farm plant and not as a separate business 
at all. This attitude insured a personal interest in the 
operation and improvement of the co-operatives. 

My next point deals with educational advantage: 
Witnesses appearing in opposition to the claims of co-oper- 
atives on occasion tried to minimize the importance of the 
experience, knowledge and training gained by members thr ough 
the operation of their co-operatives. Possibly this attempt 
was made because of a misunderstanding of the nature of a 
co-operative or lack of knowledge of the tremendous amount 
of personal effort that is put into the establishment and 
conduct of co-operative ventures of various Kinds, Those 
who really know and who gave evidence before the Commission 
tell a very different Story. 

In the co-operative method practice and theory are 
combined and this is one of the striking characteristics 
of the co-operative technique, This was a point stressed by 
witnesses who had come from other lands. One witness said 
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"We learn to help ourselves in one way and then 

we undertake Something else, in thet way we are 

taught rights and responsibilities." (Haapanen 

VII - 2526) | 

"The co-operative method is brought by people 

who have had experience in other countries and 

we gain from their advice and experience" 

(Haapanen - VII - 2530). 
The evidence supports the statement made by Professor Marshall 
(VI - 1843): 

"The co-operative movement 'sets itself to develop 

the spontaneous energies of the individual while 

training him to collective action by the aid of 

collective resources and for the attainment of 

collective ends'", 

To sum up a great deal of evidence on this point it 
can be said that the people in a co-operative learn by doing, 
and one feature of the education is that a co-operative seems 
to be the only satisfactory method by which people can 
actually learn the truth about the goods they buy and sell 
as to quality or otherwise, Some indication of the interest 
of members in their co-operative is gathered from the evidence 
of Mr. Turner of Saskatchewan. He reports that thirty 
per cent of the total membership was in attendance for the 
year in which he reported (IV - 1116). As an example, in the 
Codette district at the last annual meeting 178 out of 
543 members attended the meeting and the practice is, in that 
district, to invite the teen age boys and girls to attend 
all meetings. (Mills - V -1454). 

As the evidence clearly shows, great emphasis is placed 


On education in the maritime provinces where preliminary stuiy, 
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often for long periods, is undertaken before a co-operative 
venture is launched (O'Brien - XT - 4068). ‘This is. eliso 
true in Saskatchewan where an annual co-operative school igs 
held at the University of Saskatchewan (Mills - V- 1454), 
In Manitoba a great deal of attention is also given to 
cO-operative education, 

I now deal with "Taxation in the public interest"; 

Under the terms of reference the Commission has 
been asked to report in so far as the same can conveniently 
be done all facts which appear to them to be pertinent for 
determining what would in the public interest constitute a 
just, fair and equitable basis for the application of the 
Income War Tax Act and the Excess Profits Tax Act 1940 to 
co-operatives, and the Commissim is also asked to make such 
recommendations for the amendment of existing laws as they 
consider to be justified in the publicwinteréest. 

I have tried to indicate the adventages that the local 
communities derive from the co-operatives, and to suggest 
Some of the things that were in the public interest. TI 
now have the problem, and it is a difficult one of trying 
to tie this all down to taxation, because that is the real 
point. It is not good enough for me to say this is a fine 
thing, and this is advantageous, and all the rest of Lt; 

I must do better than that. While co-operation may tend 
to develop a sense of personal responsibility in individual 
affairs, and so on -- that is all to the good, but I have 
to go beyond that, I think, or at least I believe you are 
interested in questions that lie beyond that, in bringing 
it home to the taxation problen. 

Just a word of summing up, then. From the evidenes 


it is apparent that in individual cases the existence of 
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Cooperatives has been beneficial to the community, :: 

and therefore in the public interest. Considering the 
Ilfare. of the Consumer on the one hand and the advantages 
which are derived from producers! cooperation on the other 
hand, there is much to be Said for encouraging these enter- 
prises, 

But the Commission no doubt deems it necessary to 
cOnsider the public interest generally. The question may 
be asked, "What has all this to do with taxation? " In 
local communities, the advantages of co-operative effort 
have already been shown to be relevant to the taxation 
problem, If due to co-operative effort individuals are 
liable for and able to pay more income tax, that is a direct 
taxation advantage. If due to co-operatives people do 
for themselves what the government otherwise would have to 
undertake, then the. resulting reduced expenditure is a 
direct taxation advantage. It is submitted, however, ‘that 
there are wider and perhaps more imoortant considerations 
that have a bearing on the taxation problem. 

Economists differ in their interpretation of economic 
trends. it is agreed that at least since the be ginning 
of the 19th century there have been recurring cycles with 
wide variations of prosperity and depression, There have 
been some twenty-five or thirty of them. I have a chart, 
un which they are shown, and it is amaZing to find what 
has happened in the last 150 years. Just a glance at what 
has happened gives a fair indication of the misery that has 
been caused, the loss and the dislocation. We know from 
Cur own experience in our own lifetime -- even in my life- 


time, during the last few years. -- what these things meen, 
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In view of the history of the last 150 years it woulda seem 

as though, unless we do something about it, this has become 

a permanent condition, which is a very bad thing for the 
country, There is a good bit of support for the view that 
emphasis on production rather than consumption has contr ibutea 
in large measure to these recurring cycles. One of the 
leading works, Marshall's Principles of Heonomics, deals 

With Giris matter, and I would refer the Commission to pages 
026, 710, 711, 713 and 714, 

MR. ELLIOTT: What edition is that? 

Mie -ERANCIS 2 I think 4@ Gne of the earlier editions. 
It is the edition of 1930; I do not know whether or not 
there is a later edition. That work calls attention to 
this point. 2 ¢an read “from it now, or I can leave it for 
you to read, as you wish; but I would be very pleased if 
you would take a note of thése references. 

With our economy organized as it is, there is no reason 
to suppose that ce cycles will not recur. There is no 
reason to suppose that this same story will not be told 
again, if the emphasis continues to be on the producers; 
and my argument is this, that by devoting attention to the 
reurganization, gradually, on the consumers! rather than 
on the producers! basis, which is just what the co-operatives 
are praposing to do, itis reasonable to Suppose in view 
of what the economists Say and in view of history thet this 
will tend to do away with these terrible fluctuations that 
can be attributed, I suggest, in some measure and perhaps 
in large measure to the fact that our whole economy has been 
built from a producers! standpoint. These cycles lead to 


business losses, to individual insecurity, to disillusionment. 
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and social and economic chaos, Everyone represented before 
the Commission would welcome even a decrease in these 
beriodic and disastrous fluctuations. There are, it is 
submitted, only two long-range possibilities in sight, 

which are acceptable and which offer even a partial remedy. 
They are: (a) government controls; (b) further co-operative 
development. 

As to the first possibility, we have had some experience 
with government controls, and the experience of the war years 
has shown that government controls tend to prevent wide 
fluctuations, By legislation and executive order production 
has been controlled and related directly: to consumption, 
that is consumption in the sense of using up the goods, 
Tremendous advantages have been apparent, particularly in 
the international sage Se ole Governmental controls were toler- 
ated because of the emergency, but this harnessing of the 
Plant of the nation to produce for consumption has brought 
marvellous results, It was done under government control, 

My submission is that people are not satisfied with 
government controls if there is an alternative, and my 
further submission is that there is an alternative, or at 
least a partial alternative in any event, if you put these 
controls or harness the national plant to the needs of the 
people by producing for those needs. It is very doubtful 
that these government controls would be accepted as a permanent 
peace-time solution, certainly novif an alternative involving 
the free use of private capital and private initiative 
can be found; and in the co-operative method you have private 
capital and private initiative, and you have it devoted to 
using the fecilities of production for the purpose of meeting 


the needs of all the people, which is what the government 
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has done under government controls. The government has 
used the facilities of the nation for consumption, not for 
profit or anything of the kind; it has used them to meet 

& need, Unfortunately the need was to wage a war, but 
it just shows what can be done if you relate production to 
consumption, and the theory behind the consumer co-operative 
movement is to relate production to consumption, and that 
is done in an orderly way. The consumers learn a little 
bit about distribution. Then they learn a little about 
manufacturing and making things for themselves, and step 
by Step, in an orderly way, they move Slowly forward, and 
that tends to stabilize and balance the economy. 

MR. VAUGHAN: Do you think the co-operatives can control 
the consumption of other countries? Is that not what has 
happened in recent years, that the progress which has heen 
made has been due largely to consumption in other countries, 
not so much consumption in Canada? 

MR. FRANCIS: I am sorry; there is too much noise and 
£ did not hear the question, 

MR. VAUGHAN: What I say is, do you think the co- 
operatives can control consumption in other countries? 

The condition we have experienced in recent years has 
arisen through consumption on export business, rather than 
On domestic business, ow can that be continued in order 
to have a period last, such as we are in now? 

MR. FRANCIS: I think this is a long-term proposition, 
but what I am suggesting is that this is a movement that 
tends in the direction of changing the control from a producer 
technique to a consumer technique, which would be in the 
public interest and which should be encouraged; and I am 


going to develop that thesis. Apart from all the other 
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advantages I have tried to point out, here is something in 
a broader field that we should consider, and I should like to 
develop it and explore it for just a moment. 

Bringing it down to taxation, it is suggested that equal- 
ity in taxation means equality of sacrifice and therefore 
means apportioning the contribution of each person towards 
the expenses of government so he shall feel neither more nor 
less inconvenience from his Share of the payment than every 
other person exporiences from hiss 

On the other hand, the public interest is best represent- 
ed by the people fulfilling their own needs in a manner which 
will benefit the community generally, The evidence indicates 
that through co-operatives the people have endeavoured to 
fulfill their needs in a manner beneficial to the community, 
both from the point of view of production and the point of 
view of the consumer. It would therefore appear that what- 
ever system or organization of the people that relates 
consumption to production or production to consumption in the 
best manner possible should be the ultimate goal of any 
government, and therefore in the public interest, 

What is the best system? Is it for all producers to 
rush off and produce and build up great stocks, and then 
divert profits into plants for producing more goods and 
curtailing the consuming power, with the result that you have 
a lack of effective consuming power and nobody to use up 
the goods that are being produced in these enormous quantities? 
Then comes the depression, and around goes the eycle. But 
you do not have that in a co-operative, if you give: it a 
chance to develop, 

MR. VAUGHAN: You mean you restrict production to con- 


Sumption; is that it? 
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MR. FRANCIS: You relate it. 

MR. VAUGHAN: But to relate it you have to restrict it? 

MR. FRANCIS: That is, you assess your demand and you go 
out and meet that demand, 

MR. VAUGHAN: Which at times would be less than could 
be produced? 

MR. FRANCIS: Yes. 

MR. VAUGHAN: Do you think that is a good thing? 

MR. FRANCIS: The trouble is that the wrong things are 
produced; I mean they turn out to be the wrong things, 
lugzuries and so on. Money flows in that way, and the wrong 
things are produced, 

For the purposes of this argument since the consumers are 
cO-extensive with the public generally the problem has been 
approached in the first instance from the point of view of 
relating production to consumption, realizing at the same 
time that since in the case of many communities the consumer 
is a distant consumer either in a seographical or a technical 
way it is expedient for the primary producer to be encouraged 
to organize through providing the facilities for handling of 
his own product, 

Just one word there. That is the answer to this monopoly 
argument, if it needs any answer; that the real check on 
producer monopolies is that the consumer is always standing 
by there, and some time the producer must meet nim face to 
face. If the consumer is organized, and they come together 
face to face in a well-balanced co-operative movement , 
you do not find either side having too much advantage but 
they meet on equal terms. You may say, perhaps, ‘Why would 
not the consumer produce everything, then?" Well, we will 


deal with that. 
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It is a matter of history that there was a time when 
the consumer produced most of the things which he needed or 
at least obtained such items within a narrow geographical 
area by means of barter with other producers who were also 
producing most of the things they wished to consume, The 
prvuportion of production for one's own consumption gradually 
diminished with ever-widening geographical frontiers which 
allowed greater possibility of trade until with the advent 
of the industrial revolution and the years since that time 
many of us produce very little if any of those things which 
we consume. 

In order to relate production to consumption in this 
complex economy involving intricate financial, sociological, 
economic, production and other factors, we have experimented 
with many techniques in an attempt to avoid depressions and 
raise the general standard of living in the community, For 
the most part these techniques have approached the problem 
from the production standpoint rather than the universal 
consumer stuendpoint. For example, the solution to the 
problem has often been to move to a new geographical area 
and develop a new corner fur oneself or through invention to 
develop a new technique of production and thus to gradually 
move to an improved economy for a time but so far, and we 
suggest it will always be so as long as a producer technique 
-ls-used, it is again necessary to require a substantial 
adjustment at varying intervals of times 

That is what happens in these depressions. It may be 
presumptuous for me to advance an economic argument to this 
Commission, but I am trying to convey to you the way a great 


body of thinking people in the co-operatives view these matters, 
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Net As»; @-<reat many of them think and talk about these 
things, but I believe these points should be summed nee, 
instead of making a great many general statements about the 
advantage of this, that and the other thing. This is what 
4 good many of them are thinking; this is the way they look 
at it. That is why, as one of the professors has Band. 

a cO-Operative has two aspects, It has a business aspect 
and it has a sort of theoretical aspect, and you cannot help 
but see that in the evidence, You may icriticize at or 
regard it in any light you wish, but it seems to be there 
and the two aspects keep bobbing out here and there in the 
evidenoe, 

Now it is suggested that if we approach the problem from 
the view point of the consumer all those who are not pro- 
ducers are included as well as the producers and thus we 
have the control in the hands of all instead of a portion of 
the people and the more control the consumer can exercise over 
the production of labour in meeting his needs the more 
Stabilized will our economy become. Professor Marshall 
deals with that point, that in the other system of organizing 
it, from the producers! Standpoint, the residuum of people 
is inclined to be overlooked. In such manner labour 
saving devices would be subordinated to the will of the 
people, Employment would be stabilized because consumers 
know the things they want and need and the quantity in which 
they need them. An effective and steady demand for needed 
goods would tend to stabilize employment since there would 
tence to be no extremes of speculative production, 

It would also mean that services which are now too risky 
‘for producers to attempt would be made available by the 


consumers themselves if there was a need and would thus 


= 
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increase the total number of services rendered as well 
as tend to increase the quality. Approaching the problem 
through this technique it is likely that development of 
any pruduction methods by means of invention will tend to 
expand to a greater extent‘rather than when it is approached 
from a producer technique which has the temptation to 
Suppress discoveries in order to obtain profit for those 
who are at present in control of production machinery. 

History has shown that under the producer technique 
mure and more governmental regulation has become necessary 
until in some countries it has led to complete dictatorship 
and control, and in other countries has curtailed the 
freedom of the individual and his right to use and enjoy 
the fruits of his labour represented by private ownership 
and control, We are arguing here for private owner ship. 
This has led to such evils as war and various forms of dis- 
cord as well as serious economic difficulties which are in- 
herent in any technique which does not take into consideration 
the needs of all the people in the universe, 

We suggest that the co-operative form of organization 
as discussed in evidence before this Commission will tend 
to retain the greatest freedom of enterprise and initiative 
fOr Bil “individuals and that in. so far ae ob develops under 
cunsumer control with primary producers encouraged to meet 
the needs of the consumer through the co-operative technique 
that we will tend to an ultimate goal which is in the 
public interest in its entirety. 

It is further. submitted that this method of approach 
will tend to bring us back as nearly as possible to the 
conditions of early history when production was directly 


related to consumption with the exception that we will be 
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able to gain all the advantages of technological improve- 
ments of modern times. You will notice th. t the primary 
producers have put in fine packing plants, refineries and 

SO om, using those things as tools. Instead of killing 

in the backyard, they kill in a fine abattoir, and so on. 

It shculd also be pointed out thet since co-operatives 

are truly voluntary the minimum of state or other resulatiion 
and control will be necessary, It is sugzested that where 
buses TE prorit there vs: eo coz:responding loss somewhere 

in our economy. For example if all consumers were in a posi- 
tion to deal directly with each other with respect to their 
various needs, the problems of land, labour, capital and 
organization would be in equilibrium but immediately one 
consumer obtains an advantage over another consumer with 
relation to the use of any one of these four they then will 
be in a state of dis-equilibrium since someone has profited 
to the extent another has lost, “Tt is suggested therefore 
that it is only in an economy where the motive ar arse 

rather than of profit is uppermost that there can be the erest- 
est tendency towards the perfect equilibrium of the four 
economic factors, land, labour, capital and organization, 
and since the greatest good to the gercatest number is the 
result which most truly envisages the public interest and 
any technique that tends to promote this trend toward 
perfection should be given every encourazement,. 

The co-operative technique is built from the individual 
and is always related back to every individual according to 
his needs and the use made of his co-operative. Thus we 
have co-operatives of individuals from, first small local 
co-operatives, then larger co-operatives of co-operatives 


and step by step continuing the process of bringing the 
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relationship of production to consumption closer and closer, 

Democracy stands for opening up the widest possible 
avenues of self realization for individuals. The cec-operative 
is a technique to that end ana to give that technique full 
Vey. 15 As submitted,is in the public interest, 

The evidence has shown the sound and veried adaptability 
to almost every phase of our economic life. In addition the 
gradual development and comprehensive organization methods 
required to have a co-operative succeed ensures 2 sound train- 
ing in finding out the needs of the individuals whom it ig 
serving and how to meet them whether it be a commercial ven- 
ture or a community service, We submit that this training 
in filling the needs that benefit the community generally 
tends to stabilize the economy and as a result of this 
Stabilization people feel freer to try to help themselves 
in a greater number of ways and thus not only a stabilized 
but an expanding economy is obtained, 

With rezard to linking the producer and the consumer 
together, in theory the consumers would move out and keep 
organizing and keep moving back to the source of production. 
The evidence before this Oommission shows thet they band to- 
gether in a co-operative; Vhey. mill flourg. mine coal, and so 
on. From your experience in the Ola Country you will see that 
they have gone further afield there. 

Is there any limit? Yes, Practice and commonsense 
show there is a Jimit, end.I give you an example. Think 
of the Scottish Co-operative, which came out to Canada. 
and got a line of elevators and trica to operate a big farm, 
The control over that farm was remote. I suggest that 
experience shows that the best way to grow agricultural pro- 


ducts is to have them grown by the people who live on the land 
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and who are their own bosses. They are the best people. 
This other scheme did not work, 

I have tried to show that the preducers' co-operatives 
perform a certain function. It goes so far; and as far as 
it goes, it performs a great function. | But that »>roduction 
is for whom? It is not for grown men, who are working; 
it is for women, children, old people, sick people and all 
the Test of it. So we start’ with the whole group and say, 
"What do you need?" and when we find out what they need, 
we say, “We will go out and produce that." But when you 
come to agricultural production, and possibly other things, 
the best way for us to have our needs fulfilled is for the 
people who live on the land to do it, and then, having 
produced it and brought it half way, make an equitable 
arrangement, 

SO 1 do not have any difficulty, nor do I see any 
inconsistency, in my appearing for producer co-operatives 
and conSumer co-operators. They are functional. They 
perform different functions and have a great deal in common, 
because they represent the two ends of the chain, Con- 
sumption is the one thing that matters, and labour is the 
ounesr, Or productions; Af you tike. These are the only 
things that really matter, and all this in between is just 
to facilitate the product of man's labour, or his production, 
going to the people who need it the most on an equitable 
basis. So that is. the picture, 

MR. VAUGHAN: I cannot help getting back to the former 
question. If you are going to regulate consumption, or 
regulate production according to consumption, how can you 
Sener the amount of business that is going to be exported? 


You must remember that a great deal of our Canadian business 
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is exported. Let us take wheat, for example. How can you 
regulate the production of wheat, when so much of it is 
exported, unless you can find out how much England is going 
to buy and how much other countries are going to buy and then 
say, "Well, we will cut down our production accordingly." 
That 1.8 eontrary to all the general ideas, 1 thinks What 
they try to do is to sell as much ag vney can Tor export, 

not to cut it down to whatever may be estimated as the 
minimum amount required, 

MR. FRANCIS: Of course the point raised is e very 
interesting one, because agricultural production is a harder 
thing to regulate than some of these other things about which 
I have been talking. That is only one of the things, 
but it can be regulated to some extent by quality, by better 
brands, better types, better erence: and SO One 

MR. VAUGHAN: There is just one further question on 
the same point. Does not a regulation of that sort pre- 
Suppose that the law of supply and demand is meddled with 
or is upset? Once you get wees reguleting the law of 
Supply and demand, it disappears, 

MR. ERANCIS: My argument is that this igs something 
that will do away with regulation; that we have tried 
regulating, and it leads to too much government control. 
This, I suggest, tends to do away with regulation, because 
you are producing, as far as possible, for a known and 
organized demand. it is not regulation that I am talking 
about; it is relating production to consumption. 

MR. VAUGHAN: Yes, you are Telasine sro tion ta 
consumption, but will that not be done really in a good 


many instances by reducing the production? If you are 
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eust going to produce sufficient so that it Witl be all 
consumed, would not the result be that production would be 
produced in some cases? 

MR. FRANCIS: 1 suggest that to a great extent you may 
change the type of production, because at the present time 
people who produce do so with an idea of getting a profit, 
and as long as they get a profit they keep on producing. 
When they fail to get a profit, they stop producing, Under 
this system -- and there is some evidence as to this before 
yOu =—="“Uhatris not atval® the thing that matters. if there 
is a need for a certain thing, and it is under the control 
of those who need it, they produce that thing which they 
need most. That stabilizes the whole economy, because you 
have money flowing into consumable goods, not into capital 
goods but consumable goods. The trouble With putting the 
emphasis on the producer is that too much capital goes into 
the production of goods, } 

MR, VAUGHAN: I do not see how we can overcome the 
export business, however, when you try to regulate according 
to consumption; nor do I see how you can change the raising 
of wheat to the raising of some other kind of commcdity. 

MR. FRANCIS: Let me put it in this way, then. 

MR. VAUGHAN: What could you possibly substitute for the 
production of wheat, of which people would sonsume more? 

MR. FRANCIS: Let me try to sum it up in this way. 

We have heard a great deal about planning. Many public 
men have been talking about planning, saying that we are 


going to have a great deal more planning. All I ask this 


GQ 


Commission is this. If you are going to have planning, 
Which I think you are, who is the best person to do that 
planning, the man who is going to use the things that are 


being produced, or somebody else? Co-operation, without 
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the word being used at all, is really a type of planning 
for satisfying their own needs. 

MR. ARNASON: Is it your point that in so far ag 
consumerst co-operatives can be developed to handle or use 
the products of producer co-operatives, to the extent that 
is done it tends or helps to some extent to relate production 
to consumption? 

MR. FRANCIS: It tends to do so. 

MR. ARNASON: It is not necessarily the complete answer, 
but that is what I concluded, 

MR. FRANCIS: Yes. 

Now, finally there is the matter of the reeommendations. 
I am not sure whether you wish me to discuss the reeommendas 
tions, but I shall be glad to do so. There were a great 
many definitions placed before this Commission, but two 
were somewhat similar. Federated Co-operatives placed 
before the Commission quite a long definition, and the 
Co-operative Union of Canada place a very Similar and fairly 
exhaustive definition before you. I do not know whether you 
wish that definition discussed, but I shall be glad to do so 
if that is your desire. I have set out various recommen- 
dations, and there may be some questions arising in con- 
nection with them. 

MR. PARKER: These are the recommendations, I understand, 
which you have selected from the numbermade by those in 
whose behalf you are speaking? 

MR. FRANCIS: In going through the evidence I found 
that there were a very great number of recommendations, 

I found that they were not consistent in all cases, and I 
think the reason for that can be easily understood in this 


country, with the different backgrounds of the co-operatives, 
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their different ages and different types; naturally you 

get different recommendations. I am not trying to say they 
shoudd be uniform, nor am I trying to justify them. What 

I have tried to do is marshal the evidence in support of sane 
of these recommendations. 

MR. PARKER: Do I understand these to be @ summary of 
the recommendations pertaining to your DETeLeys or boca | 
briefs? 

MR. FRANCIS: I have selected these as being perhaps 
the most important, 

THE CHATRMAN: They come from various briefs? 

MR. FRANCIS: Yes. The recommendations are as follows: 

"(a) That co-operatives should not be assessed re- 

troactively, (Co-operative Union of Canada) 

DY ihet comprehensive definition of a cCO-oper- 
ative should be inserted in Dominion legislation, 
(Co-operative Union of Canada, Ontario and others), 

A great deal of-thought was given to the drafting of a 
ceriniy.on) To-day instead of defining a co-operative I 
have tried to show the Gommission what we coneeive it to 
be. But we have the definition here, and if it is the wish 
of the Commission I shall be glad to discuss it in detail, 

*. THE CHAIRMAN: If we should try to draw up a defini- 
tion and should be even partially successful, for the next 
ten years probably they would be able to drive a horse and 
waggon through it. That is my feeling about it, 

MR. FRANCIS: I have not found any Of these that suited 
me; I will admit that, but at one Stage of the proceedings 
I understood that the Commission would like an attempt made 


to draft a definition. Perhaps that was not the case, but 
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an attempt was made. It may be a pretty good definition, 
but I take it that I need not devote a ereat deal of time 
to discussing this matter. 

MR, PARKER: Unless you have one of your own, a brand 
new one. 

MR. FRANCIS: I have not a brand new one. Really, with 
regard to the definition in section 4(p), if I had been 
interested in having all the legal work I could do for the 
rest of my life, I should have suggested yesterday that 
section 4(p) be retained, 

MR. VAUGHAN: Will we have that definition you are 
proposing, to study? 

MR. FRANCIS: I have the definition of the Co~operative 
Union of Canada. I have had these copies made for conven- 
ience, if you wish to look at them and discuss them, but if 
YOu 272 ot suberested in definitions -- 

THE CHATRMAN: We are interested in definitions, but 
I do not know that we are interested in drafting one. 

MR. VAUGHAN: Those are the same as were presented 
before, are they? 

MR. FRANCIS: Oh, yes; these are in the evidence, but 
I thought possibly you would not have them available before 
you to-day. 

THE CHAIRMAN: Then if you will file it, it might be 
just as well to have it before us. 

MR. FRANCIS: Very well. This is the best we could cys 
that is all. The rest of the recommendations are as follows: 

"(o) That savings of co-operatives should be exempt 

if allocated or paid to the members approximately 

in proportion to patronage contributed. (Saskatchewan 


Federated Co-operatives Limited and others.) 
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(d) That present exemptions should be retained, 

(B.C. Seed Co-operative Association and others) 

(e) That business with non-members should be deemed 

to be carried on at a profit. (Saskatchewan Federated 

Co-operatives Limited - Canadian Live-stock Co-over- 

ative (Maritimes) and others), 

(f) That a certain percentage of non-member business: 

Should be permitted. (Davidson and Lloydminster 

Associctions and Co-operative Union of Canada) 

ig) “hat necessary reserves should be deducted before 

arriving at taxable income, (Co-operative Union 

of Canada). 

(h) That all rulings of the Department of National 

Revenue relating to income tax should be published. 

(Bickell - VII - 2308). 
It is submitted that all of these recommendations deserve 
careful consideration in the light of the evidence and 
other information available to the Commission. 

In view of the hour, Mr. Chairman, I should like to leave 
it in this way. If there are any points about reserves, 
or anything like that, which you would like to discuss, or 
if you have any guestions to direct to me, I should be elad 
to try to be of assistance, LG Ls) a Die field Vey stare 
to deal with all these items, I have a further memorandum 
containing suggestions as to reserves, and’ so on, 1 can 
file that with you or discuss it, as you wish. 

MR. VAUGHAN: I have just one question tu aks about 
these reserves. The rrcommendation reads: 

"That necessary reserves should be deducted before 


arriving at taxable income," 
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What have you in mind regarding "necessary reserves"? 

MR. FRANCIS: Let me put it in this way when eee 
with that particular question. During the lene hearings 
of the Commission a number of briefs were filed, and on one 
or two occasions in describing those briefs from various 
interests the term "a statement of claim" was used. I think 
that is a good description, and I think of a number of these 
briefs which have been filed as statements of claim, or 
charts which you try to follow out by substantiating, 

Now, then, I am arguing on these points, asking for these 
recomendations in so far as the evidence and your independent 
inguiries justify them in the public interest. Let me put 
it in that way. 

MR. VAUGHAN: I do not think "necessary reserves" has 
been brought out very clearly in the evidence F Dialsennelon Gale: 
particularly in my mind is this. We know there is a proper 
rate of depreciation and a proper rate for bad debts, 
as found out by experience. But does that word "necessary" 
include the setting up of reserves for buildings, plant and 
expansion? 

MR. FRANCIS: f shall be glad to deal with that point. 
The first necessary reserves, l suggest, are valuation resers#::. 
vas,which of course are depreciation and bad debts, which 
are allowed as an expense. Those are so-called reserves; 

I suppose they are not really réserves ina sense, Then 
there are expense reserves, In private business expense 
reserves are not very common, I think, because the expenses 
are paid out during the year, that is the items that are 
allowed as expenses for advertising, for instance, would be 


paid out during the year. 
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In the co-operatives, as the evidence shows, they 
set up what they call an education reserve; Irrespective 
of what we call that, we suggest that is equivalent in one 
sense to an advertising expense, and some of the provinees, 
as you will remember, have regarded as "necessary reserves" 
in their legislation a very small percentage. as what they 
call an educational or a community fund. 

I think that might be dev2loped. In Prince Fdward 
Island it is called a co-operative education or welfare fund, 
and it is up to five per cent. Coming along to New 
Brunswick, it is five per cent for an education or welfare 
funds) In Ontario it) 1s tp to five per cent for an education 
or community fund. In Saskatchewan it is up to ten per cent 
&S an education or community fund. In British Columbia it 
is not dealt with; but that is a reserve that would approxi- 
mate an expense item for advertising, which would be allowed 
In Ororit business, As you know, the small co-operatives 
do not pay out these amounts for advertising and donations 
in the same way as profit businesses, 

Then there is the further contingency reserve, At 
present nothing is allowed for contingency reserve, although 
there is some difference there as between different provinces, 
and perhaps something should be allowed. That is a matter 
of opinion. Some take the view that there should be, and 
some that there should not. The principle of ploughing back 
earnings is much older than the income tax, and it is a good 
tenet of finance that there should be a reasonably safe 
margin. So that is a matter for consideration, whether or 
not there should be a contingency reserve as a safety margin, 


to insure two things. First, the preservation of the 
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institution in the public interest, or, second, to take zare 
of losses. 

The difficulty there is that we are looking at the whole 
picture, and some types of business take a very small con- 
tingency reserve in order to ensure preservation and to 
ensure that there will be no losses, In other businesses , 
such as the marketing of wool and wheat and certain primary 
products, you get such tremendous fluctuations that it ws 
very difficult to say what that contingency reserve should 
be in order to adequately do those two things, that is 
preserve the association and take care of losses. 

MR. ARNASON: Just in connection with that, would you 
suggest that it might be possible to relate a contingency 
reserve to some extent to the capital contributed by the 
members, either in the form of shares or loans which are 
repayable to the members over a certain period? 

MR. FRANCIS: Different methods have been iets 
and it would be pretty hard to Say. It has been related 
to assets; it has been related to share capiveal, and 2t 
seems to me it should be related to all the equities of 
the member in some way. Would that answer the guestion? 
Would that be a useful Suggestion, that you take all the 
equities of the member and relate it to that, because the 
Share capital fluctuates so much and is not hearly so 
important in the modern co-operative. 

MR. ARNASON: I had in mind the grouping of the various 
claims of the members. It might be share capital, where 
that is used, or it might be share capital plus certain 
withdrawable deposits or certain funds Which had been 


credited to the members and which have to be paid to them: 
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or where no share capital is used, there would be other forms 
of capital or funds contributed by the members, in which they 
would have a claim, I do not want to pursue that, however, 
unless you have something to add. 
| MR. FRANCIS: I have just this comment to make, <A great 
deal of consideration has been given to that, and as a 
guide, where is one to look? Well, there again there does 
not seem to be any place to look but to the provincial 
legislation, where the experience has been derived from 
close contact and where experiements have been tried, If 
you look across the board, from one end of Canada to tis 
other, you will get a fairly consistent picture of the re- 
serves that have been considered as necessary Tor cto- 
operatives. This is not perhaps a very valuable suggestion, 
but it may be some guide to you to see what the local legis- 
latures have deemed necessary in the way of reserves, 
MR. VAUGHAN: So far you have covered what might be 
termed ordinary business reserves and emergency reserves. 
Is that expression, "necessary reserves" meant to go any 
further than those reserves that have been mentioned, 
that.is ordinary business reserves and wht you might call 
contingency or emergency reserves? 
MR. FRANCIS: I would not think so, although I am 
having a great deal of difficulty with these reserves, 
You must draw the line somewhere, and if expansion is desired 
then in fairness, at some point, the money should be put in 
by the person who is going to use the commodity. 
MR, VAUGHAN: I just wanted to get an understanding 
of that. I am not questioning it, but only desiring to 
get at what is meant. 


MR. FRANCIS: I should like to draw the attention 
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of the Commission to a very valuable contribution in con- 
nection with this matter of reserves, if I may, which is 
found at pages 64 and 71 of the Report of the Royal Com- 
mission on the Taxation of Annuities sand Family Corporations. 
It 18 just off the press, It discusses in a4 very interest«. 
ing andj I think, helpful way this matter of reserves for 
everybody, all businesses, and I think you may find some hel 
in that report. Perhaps I should make it clear Thaw was 
not the recommendation to which fem referring.) Piet 4s 
hardly relevant, but I am referring to the discussion in the 
PeeOru Leacins up ta the Tecommendation. I hope that may 
be of some help to you. Ua ao abd heave 25 say about 
Teserves, if there are no other questions at the moment. 
Then, if there is nothing else, my lord, that concludes 

my presentation, lay I thank you personally and the members 
of the Commission for your courtesy and patience, not only 
to-day, but all across Canada, 

THE CHATRMAN: We were very glad to hear you, Mr. Francis, 
and it was guite a strain on you, I am sure. We thank you 
for your contribution, 

MR. MILLIKEN: Do I understand that it is the intention 
to adjourn now? 

THE CHATRMAN: Yes, Mr. Milliken. 

MR. MILLIKEN: Then before you adjourn may I just Say, 
as one who has sat in since January ii, in a more or less 
Listening capacity, that I also appreciate the courtesy not 
Only of the Commission but of Commission Counsel and of the 
Registrar as well. It has been a pleasure to travel with 
you. I need scarcely tell you that we are looking forward 
with great interest to your report, Not only has it been 


a pleasure to travel with you, but four of you gentlemen 
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were quite complete strangers to me when the Commicsion start- 
ed its deliberations, and it has been a pleasure to come to 
know you personally. 

THE CHATEMAN: That is very kind of you, Mr. Milliken, 
and we reciprocate those good wishes, Now our task becomes 


@ little more complicated. 


Whereupon at 4.30 pem. the Commission adjourned. 
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